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FRIDAY, JUNE 24, 1955 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON Mitrrary OPERATIONS OF THE 
COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10 a. m., in room 

1501, New House Office Building, Hon. Chet Holitield (chairman 
of the subcommittee) presiding. 

Present : Representatives Holifield, Lipscomb, Fascell, and Griffiths. 

Also present: Michael P. Balwan, staff director: James F. Eckhart, 
assistant counsel; Earl Morgan staff member; and Robert McElroy, 
staff member. 

Mr. Houtrretp. The subcommittee will come to order. 


STATEMENT OF HON. CHET HOLIFIELD, CHAIRMAN, HOUSE MILI- 
TARY OPERATIONS SUBCOMMITTEE, AND A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CAIFORNIA 


Mr. Horirrerp. The hearing this morning concerns questionable 
procurements within the Bureau of Supplies and Accounts and the 
Military Sea Transportation Service at Seattle, Wash. It is based 
on a report of an investigation by the General Accounting Office and 
forwarded to this committee in May of this year for appropriate 
action. Since a large amount of the Defense Department budget is 
allocated for proc urement, it is axiomatic that adequate and effective 
controls in this area are a necessity and that continuing surveillance 
in this area to detect possible breakdowns in the system is most 
important. 

This subcommittee has had a continuing interest in military supply 
management matters generally. On numerous occasions it has held 
hearings and issued reports on specific procurements by the military 
departments. Although this case deals with two specific procure- 
ments, it reflects an apparent lack of control over contracting proce- 
dures generally. 

It is s expected that the testimony this morning will ant ‘al some pos- 
sible wrongdoing on the part of former Navy personnel and point up 
Navy contracting procedures which need improvement. The alleged 
improper conduct on the part of certain former Navy personnel is not 
of primary interest to this subcommittee since the case has been re- 
ferred to the Federal Bureau of Investigation for further investiga- 
tion and appropriate action by the Department of Justice. The 
conditions which allow such improper conduct are of great interest to 
this subcommittee, as well as the corrective action taken or contem- 


plated by the Navy. 
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It is requested that the Navy witnesses direct their testimony to 
the possible causes of the situations which will be covered here today 
and any corrective action already taken or contemplated, rather than 
limiting their testimony to a review of the matters contained in the 
report of investigation. 

I understand Mr. William Ellis, Chief of Investigations Office, 
General Accounting Office, will present this case to the subcommittee. 

However, before I call Mr. Ellis to the stand, I want to say for the 
record that this case was received in executive session. It was dis- 
cussed by the subcommittee, and it was decided to hold open hearings. 
In compliance with the rules of the House, the individuals concerned 
were notified of the hearings and invited to attend. However, all of 
the individuals concerned who were contacted declined to come before 
the committee for one reason or another. 

At this point, we will introduce into the record the telegrams from 
the individuals, declining to appear, and the telegrams advising the 
vitnesses of their right to appear and testify. 

(The documents referred to are as follows :) 


[Telegrams] 


MILITARY OPERATIONS SUBCOMMITTEE, 
COMMITTEE ON GOVERNMENT OPERATIONS, 
June 17, 1955. 
Mr. JAMES E. HALSTEAD, 
Seattle, Wash.: 


The Military Operations Subcommittee will hold a hearing Friday, June 24, 
1955, 10 a. m., room 1501, New House Office Building, Washington, D. C. This 
hearing concerns investigation by General Accounting Office of certain procure- 
ments by officers, Naval Supply Depot, Seattle, Wash. 

The subcommittee will inquire into the requisitions for excessive quantities of 
beverage base, allegedly signed by you, and the use of an automobile allegedly 
made available to you through a representative of Apex Distributors, both 1952. 

In accordance with rule XI, 25 (M), of the Rules of the House of Representa- 
tives, you are hereby advised that you are entitled to voluntarily appear as a 
witness. 

Request you advise whether you wish to appear. Copy of Rules of House of 
Representatives follow. 

Cet HouiFierp, 
Chairman, Military Operations Subcommittee. 





MILITARY OPERATIONS SUBCOM MITTEE, 
COM MITTEE ON GOVERNMENT OPERATIONS, 
June 17, 1955. 
Mr. JoHN E. MOELLER, 
Seattle, Wash.: 


The Military Operations Subcommittee will hold a hearing Friday, June 24, 
1955, 10 a. m., room 1501, New House Office Building, Washington, D. C. This 
hearing concerns investigation by General Accounting Office of certain procure- 
ments by officers, Naval Supply Depot, Seattle, Wash. 

The subcommittee will inquire into negotiated purchases with which you were 
allegedly connected during 1951 and 1952 of liquid beverage base and pallets. 
Other activities in which you allegedly participated concerning sale of aircraft 
and/or securing purchasers for airplane parts and supplies may be inquired 
into by subcommittee. 

In accordance with rule XI, 25 (M), Rules of the House of Representatives, 
you are hereby advised that you are entitled to voluntarily appear as witness. 
It is requested that you advise the subcommittee whether you wish to appear. 
Copy of Rules of House of Representatives follows: 

CHET HOLIFIELD, 
Chairman, Military Operations Subcommittee. 
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MILITARY OPERATIONS SUBCOM MITTEE, 
COMMITTEE ON GOVERN MENT OPERATIONS, 
June 17, 1955. 
Mr. JoHN E. CARAWAY, 
Care of M. H.S. B., APO 81, New York: 

The Military Operations Subcommittee will hold a hearing Friday, June 24, 
1955, 10 a. m., room 1501, New House Office Building, Washington, D. C. This 
hearing concerns investigation by General Accounting Office of certain procure- 
ments by officers, Naval Supply Depot, Seattle, Wash. 

The subcommittee will inquire into your alleged action of giving automobile 
to Lieutenant Halstead, supply officer, United States Navy, in July 1952. 

In accordance with Rules of House of Representatives, you are advised you 
are entitled to voluntarily appear as witness. 

Request you advise whether you wish to appear. Copy of rules of House of 
Representatives follow. 

Cuetr Ho.irievp, 
Chairman, Military Opérations Subcommittee. 


SEATTLE, WASH., June 18, 1955 
Hon. CHET HOLIFIELD, 
Chairman, Military Operations Subcommittee, 
House of Representatives, Washington, D. C.: 
Re your wire due financial reasons unable to appear your hearing 24 June. 
Desire to offer you my fullest cooperation and will be willing answer deposition. 
JOHN E. MOELLER. 


SEATTLE, WASH, June 21, 1955, 
CHET HOvirrecp, 
Chairman, Military Operations Subcommittee, 
Washington, D. C.: 

I have no objections to voluntarily appear as a witness if not contrary to Navy 
regulations, however am financially restricted from any project of this magni- 
tude. Trip would necessitate advance funds for defrayal of transportation, 
quarters, and subsistence. No copy Rules of House of Representatives received. 

JAMES E. HALSTEAD. 
KEFLAVIK AIRPORT. 
CHET HOLIFIELD, 
Chairman, Military Operations Subcommittec, 
House of Representatives, Washington, D. C.: 

Due to overseas location cannot appear June 24. Copy of rules not here. 
Mail takes 5 to 10 days. Advise if my presence needed later. 

JOHN CARAWAY. 


Mr. Ho.trrevp. Also, we sent a letter to Secretary Thomas about 
this matter on June 16, 1955, informing him of our interest in this 
ease. Under date of June 22 we received a reply from Mr. Thomas, 
in which he said, among other things, that Rear Admiral Parks, Dep- 
uty and Assistant Chief of the Bureau of Supplies and Accounts, 
would represent the Bureau of Supplies and Accounts at the hear- 
ings, assisted by Capt. D. C. MacKenzie, and that Rear Admiral 
Dietrich would esis the Military Sea Transportation Service, 
assisted by Capt. D. P. Cappell, and that C a John S. Fahy, United 
States Navy, would represent the Bureau of Naval Personnel. 

(The letters referred to follow :) 

JUNE 16, 1955. 


“ 


Hon. CHARLES S. THOMAS, 
Secretary of the Navy, Washington 25, D.C. 
Dear Mr. SecreTary: The Military Operations Subcommittee has decided to 
conduct an inquiry of a case involving the excessive purchase of a liquid beverage 
base and other matters contained in General Accounting Office Investigation 
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No. I-18414, May 1955. This case involves questionable conduct on the part of 
the following Navy personnel : 

Lt. Comdr. John E. Moeller (separated) 

Lt. James E. Halstead (retired) 

John E. Caraway (retired) 

It is the subcommittee’s understanding that this report was transmitted to 
you by the Comptroller General in the early part of May 1955 for your comments 
und action. 

Hearings on this case are scheduled for Friday, June 24, at 10 a.m. It would 
be appreciated if you could make available to the subcommittee any comments 
which the Navy has made in reply to the General Accounting Office report. It 
would be appreciated if the subcommittee might have this not later than Tues- 
day. June 21. 

The subcommittee staff has been instructed to work out the necessary details 
with staff people of the Bureaus concerned. The subcommittee will want to 
discuss procurement procedures and practices of the Navy Department and spe- 
cific procedures at Seattle. The subcommittee staff will need to confer with the 
Judge Advocate General on some questions of disciplinary action regarding the 
named individuals and to review two confidential investigations by the Office 
of Naval Intelligence. One investigation concerns the basis for disciplinary 
action against Commander Moeller and the other concerns the Quix Beverage 
Co. and its east coast activities. It is hoped that the Department of the Navy 
can make these documents available for inspection on a confidential basis as to 
personal detail and as general information on the actions of the Navy. 

Sincerely yours, 
CHET HOLIFIELD, 
Chairman, Military Operations Subcommittee. 


DEPARTMENT OF THE NAvy, 
OFFICE OF THE SECRETARY, 
Washington, D. C., June 22, 1955. 
Hon. Cuer HOoLirievp, 
Chairman, Military Operations Subcommittee, Committee on Government 
Operations, House Office Building, Washington, D. C. 

My Dear Mr. CHAIRMAN: This will acknowledge receipt of your letter dated 
June 16, 1955, addressed to the Secretary of the Navy, concerning an inquiry 
to be made by the Military Operations Subcommittee, of a case involving the 
excessive purchase of a liquid-beverage base and other matters contained in 
General Accounting Office Investigation No. 1-18414, May 1955. You stated 
that hearings on this case are scheduled for Friday, June 24, at 10 a. m. 

It is the desire of the Navy Department to cooperate in every way possible 
with your committee. I have been informed that Mr. James Eckhart of your 
staff has requested copies of the record of nonjudicial punishment issued to 
Lt. Comdr. John E. Moeller, United States Navy (now separated). This cor- 
respondence is enclosed herewith. 

With reference to the request for viewing confidential investigations made by 
the Office of Naval Intelligence, you will appreciate that there are existing 
limitations on the availability of such records for inspection. In my desire to 
be of assistance to your committee, I have arranged, however, for the prepara- 
tion of a summary of the factual information contained in the investigation in 
our files. 

In order to assist your committee in this important hearing, please be advised 
that Rear Adm. J. D. Parks, Supply Corps, United States Navy, Deputy and 
Assistant Chief of the Bureau of Supplies and Accounts, will represent the 
Bureau of Supplies and Accounts at the hearings, assisted by Capt. D. C. Mac- 
Kenzie, Supply Corps, United States Navy. Further, Rear Adm. N. K. Die- 
trich will represent the Military Sea Transportation Service, assisted by Capt. 
D. P. Cappell, Supply Corps, United States Navy, and that Capt. John S. Fahy, 
United States Navy will represent the Bureau of Naval Personnel. 

If my office can be of any further assistance in this matter, please do not 
hesitate to contact me. 

Sincerely yours, 
Cc. 8. THomas. 


Mr. Ho.trretp. I assume these are the gentlemen present in the 
room and they will be called at the proper time. 








Shire 
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At this time, we will ask Mr. Ellis to please come forward and take 
the witness chair. 

Mr. Exits. Mr. Chairman, I am W. L. Ellis, Chief of Investiga- 
tions of the General Accounting Office. I have with me Mr. David 
Lambert, a legislative attorney in the Office of the Comptroller 
General: Mr. James DeMaras, Assistant Chief of the Office of Inves- 
tigations; Mr. Detwiler, his assistant; Mr. George Staples, Assistant 
Director from the Division of Audits. 

How many from your staff. Mr. Staples? 

Mr. Srarpies. Mr. Kleeb. 

Mr. Enis. Mr. Kleeb, from Mr. Staples’ office; and Mr. John 
Colman, our investigator stationed in Seattle, who a few days ago 
was here in W ashington on other business. When the committee 
called me pertaining to the hearing, I thought perhaps it would be 
helpful to hold him over so that he would be available for any specific 
questions in case you wished to go into this in more detail than 
appears in the immediate report. 

Mr. Hotrrietp. At this time, Mr. Ellis, in view of the fact that 
the evidence taken in this case might appear in litigation before 
the Department of Justice, the Chair would like to administer the 
oath to you and your staff. So, if you will stand at this time— 

Mr. Exuis. There is one other—Mr. Ralph Niebel, from our Office 
of General Counsel. 

Mr. Horirtevp. As far as you know, these are all the members that 
might possibly be called upon to testify from your Department ? 

Mr. Euuis. Yes. 

Mr. Horirretp. Do you, and each of you, solemnly swear that the 
evidence that you will give before this committee shall be the truth, 
the whole truth, and nothing but the truth so help you God? 

(The witnesses answered in chorus “I do.”) 

Mr. Howtrretp. Thank you. 


TESTIMONY OF WILLIAM L. ELLIS, CHIEF OF INVESTIGATIONS, 
GENERAL ACCOUNTING OFFICE; ACCOMPANIED BY J. H. DE- 


MARAS, ASSISTANT CHIEF OF INVESTIGATIONS; JOHN COLMAN, 
INVESTIGATOR; C. P. DETWILER, INVESTIGATOR; GEORGE 


STAPLES, ASSISTANT DIRECTOR, DIVISION OF AUDITS; FRED- 
ERICK KLEEB, SUPERVISOR OF AUDITS; RALPH NIEBEL, 
ATTORNEY ADVISER; AND DAVID LAMBERT, COMPTROLLER 
GENERAL’S OFFICE 


Mr. Exits. First off, how do we get into this? The Military Sea 
Transportation Service, a very import: unt arm of the Departme nt of 
Defense, is assigned for comprehensive audit to our Division of Audits, 
who in the course of their routine examination, noted what appeared 
to be a rather serious question as to excessive expenditures for buying 
what they call a beverage base. 

As near as I can make it out, it is a concentrated sirup sort of com- 
modity which is sold on the market and is also issued to the ships for 
the use of the ships’ personnel, ships’ company and possibly passengers, 
if there were any. It is used by adding 8 pounds of sugar to a pint of 
this base and roughly 15 to 16 times as much water. Then, I take it, 
it is stirred up in, I suppose, the usual amount. Then, we have some 


sort of soda pop. 
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There seemed to be an unusual amount purchased and there seemed 
to be some other questions as to why it was purchased. So, the ques- 
tion was duly noted in the course of the audit and reported to the De- 
partment in connection with the rest of the audit report, all in the 
normal course of proceedings. 


INVESTIGATION BY GAO 


At that stage also the auditors referred the particular transaction 
to our Office of Investigations because of the rather serious question 
that seemed to be raised. 

[ can, I think, cover the facts in a rather brief form in view of your 
interest to get on, I believe, to the explanation of our friends here from 
the Navy as to the controls in effect. 

Mr. Howirretp. We would appreciate that, having you give the 
salient points and such data as you think should be given to us at this 
time, but without going into massive detail, as we have already re- 
viewed the case thoroughly. 

Mr. Exuis. Yes. Then here briefly is what happened. And, by 
the way, this all occurred 3 years ago. 

It was true that during the height, of course, of the Korean emer- 
gency, the purchase was made by an organization known as the Supply 
Depot in Seattle, I believe, whose job it is to make the procurements 
on behalf of other branches of the Navy, including the MSTS, which 
has a considerable function in the Northwest, primarily the operation 
of 13 passenger, or cargo ships between Seattle and other Northwest 
points. For that purpose, the procedure calls for the supply folks in 
the MSTS to send a paper called requisition to the supply depot that 
does the buying. Normally, a ship steward on arrived at the dock for 
reprovisioning, puts in his order for what he wants, what he needs 
for the one ship. After that is processed, through the MSTS Office, 
it goes to NSD, the supply depot, if necessary, to get it by procure- 
ment, or perhaps out of supply. 


PERSONS INVOLVED 


What happened here though was a little different. There are three 
principal persons involved, I refer to them briefly as the agent, that 
is, the agent of the people who are selling this beverage. His name 
is Caraway. The transporter’s name—I call him—is Lieutenant Hal- 
stead. Now his job is Assistant Director and Officer in Charge of 
Ships, Liaison Branch of Supply Division, MSTS Office. In other 
words, he was next to the top man in charge of this function of supply- 
ing the ships based there in that area. 

The third person involved, primarily, is Commander Moeller— 
Comdr. J. Moeller. Commander Moeller was in the Control Di- 
vision Office of the Procurement Branch of the Naval Supply Depot. 

Now, here is what happened. This all occurred, as I pomted out, in 
May and June of 1952. The dates are significant in view of what I 
will bring up in a minute. 

Lieutenant Halstead arranged requisitions, as they call them— 
requisition, you understand, is the Government term for request. It 
is not a purchase order, because a purchase order goes out of the Gov- 
ernment. Requisitions, normally, are within the Government from 








EXCESSIVE PROCUREMENT OF BEVERAGE BASE 


~ 


someone who needs the goods or someone who is supposed to sup ply 
them—for 1,300 cases of this material. 

Mr. Eckuarr. Mr. Chairman, could we ask a question right there / 
Have these requisitions been made available to the General Accounting 
Office, or are they with your files there ¢ 

Mr. Exvtis. We have them all, as I understand it. Mr. Colman saw 
all of these. 

Mr. Ecxuarr. Has it been determined that Lieutenant Halstead’s 
name appears on those requisitions 

Mr. Exuts. Mr. Halstead signed them in some cases It was a 
typed signature of the head of the Bureau signed in his name, A 
typed signature: by so and so “Halstead,” and he signed them; 
yes. 

Now, bear in mind, Lieutenant Halstead was the second man in 
charge of the Office. The day the head man was out on business some- 
where else, Lieutenant Halstead processed the requisitions in a hurry 
over to the Supply Depot nn 1,300 cases. Now each case has 36 
pints, and each pint costs $1.95. Bearing in mind the point that 
when the head of the Office is eh Commander Fauntz, Halstead is 
in charge. That is a key point to this proposition. Halstead was 
in charge. He was in position to bypass a great many of the pro 
cedures and controls, which are later to be discussed, because he 
was in charge at that time. The requisition being signed by him, 
and then was approved by a civilian named J. B. Conley, who, how- 
ever, has explained that that approval was rather perfunctory and was 
without an opportunity for independent determination. Anyway, he 
took the requisitions, and we are told that Halstead hand-carried them 
across to the supply depot where Commander Moeller was the second 
man in charge. Nothing happened that day, but a week later, now, 
at the supply depot, the head of that Agency again is out on business 
and Moeller is in charge—a week later. On that day, Moeller refers 
the matter to his buyer and says, “Quick, hurry up and put this 
through. It is an emergency; it is a rush.” 

Mr. Eckuarr. Who was the buyer in this instance 4 

Mr. Exxis. A Mrs. Heraper. 

Mr. Ecxuarr. Could you explain the distinction between the buyer 
here and the negotiation of the contract ¢ 


CONTRACTS WERE NEGOTIATED 


Mr. Exxis. We do not understand there was a negotiation in our 
Washington sense of that term. ‘There was no occasion, so far as the 
apparent record is concerned, for a group of officers to sit around the 
table with a group of representatives of various firms and negotiate a 
price the way we talk about negotiating a contract for an airplane 
or something like that. We say negotiated—we say that we think it is 
pretty well established that Moeller negotiated in the sense that he 
accomplished this procurement. Now it isnot clear. We are not sure 
whether it was all by telephone or what. All we know is the order 
was placed and the contract was sent. There was not any occasion, 
as they thought, apparently, to talk price because there was already 
a price list on the books of $1.95. 

That is a good question to raise, why wasn’t somebody calling up to 
see about getting a little better price if we are going tu order this 
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enormous quantity? Surely, there ought to be a better price than 
$1.95, which is applicable if you are buying 1 pint. 

Mr. Ecxnart. That is why I raised the point. They are using the 
word “negotiation” as distinguished from making an award based on 
invitations to bid. As Mr. Ellis has indicated, representatives of the 
company did not come to the naval supply depot and sit there and 
haggle about a price. They just put the contract through at the price 
that was listed in the stores catalog. 

Mr. Exxis. How much went on by telephone or in other places, we 
do not know. Also, you understand there was no advertising for 
bids. Whether that should have been done is perhaps subject to ques- 
tion. But, we bear in mind this is 1952 when there was a general ex- 
ception by the War Powers Act of the requirement for advertising. 
Secondly, it was represented that Halstead told Moeller that this was 
1 month’s supply. Now, obviously, that and the later purchase in 
June turned out to be well over a 3-years’ supply because it is not all 
gone yet. Thirdly, there was indication that this would be regarded 
as a sole source item because they bought it from the west coast dis- 
tributor. It was not something you could have 55 people bid for, be- 
cause there was only this one west coast distributor, apparently. 

So, we have not further questioned the lack of advertising. But, 
you could raise that question if you wanted to. Anyway, the order 
was placed under Moeller’s specific direction, Moeller being in charge 
of the office. That is the key point, Moeller was in charge with the 
other fellow being absent. Being in charge, he directs the buyer, the 
lady civilian buyer: “Put this through. It is urgent; it is rush. Get 
it through ina hurry.” 

She pointed out in her statement that it seemed to be all cut and 
dried. 

What page is 7 It was a rather interesting reference. Hal- 
stead, bear in mind, was the transport man. He hand-carried the 
requisition over to our nele man, Commander Moeller. [Reading :] 

He gave them to me with instructions to walk them through because it was a 
rush order * * * everything settled before I got it * * * a buyer should not 
place an order without the approval of the Contract Review Board. 

That is the normal procedure for naval supply depot control of 
purchases over a thousand dollars. [ Reading :| 


however, in this case, it had Moeller’s approval— 
Bear in mind that he is the boss that day— 
and because it was a rush item, I placed it. 


When the bills came in for that purchase, the comptroller of MSTS, 
of course, questioned it. It seemed to be a rather odd, and unusual, 
amount and quite out of line with normal procurement requirements. 
The canine officer, Halstead’s boss, sustained it. He defended 
it so that items went through and were paid. That was in May. 

Mr. Lirscoms. Mr. Chairman? 

Mr. Hourrretp. Yes: Mr. Lipscomb. 

Mr. Lirscoms. Mr. Ellis, there were three purchases in all; weren’t 
there ? 

Mr. Exuis. Yes. Well, they did splitup. I did not know if I ought 
to bother to mention it. They did split up and bought the equivalent 
of 300 cases from another firm, Towne Talk Co., another variety of 





OEE wes 
v7 


. 


t 


hp oF 


csc ia: bene a 


EXCESSIVE PROCUREMENT OF BEVERAGE BASE 9 


this sort of stuff. Then, in June there was another big purchase of 
1,300 cases, making a total of 2,600 cases 

Mr. Lirscoms. Which order was hand-delivered and walked 
through ¢ 

Mr. Exuis. That is not clear. Mrs. Heraper said he carried the 
requisition. Of course, this was told to us a year or two later, so 
no one knows absolutely. However, the buyer does tell us, a year or 
two later, that these were hand-carried. 

Mr. Lirscomp. <All three / 

Mr. Exuis. Do you have any more on that, Mr. Colman ? 

Mr. Cotman. It is my understanding it happened in all instances. 

Mr. Exus. We believe that is true. 

Mr. Lirscoms. but two of the purchase orders went through the 
Contract Review Board; did they not ? 

Mr. Exuis. The first two were considered and studied by the Con- 
tract Review Board. 

Mr. Lirscoms. According to your statement just now, the buyer 
said that the procedures were not correct. However, they did follow 
the procedure in going through the Contract Review Board on two 
of them. 

Mr. Exuis. Bear in mind that she is telling us a year or two later. 
And I think she is referring at that time to the failure to approve the 
third order. 

Mr. Lirscome. The third order ? 

Mr. Enis. Yes; I believe, because it is evident that the Board did 
consider the first 1 and then decided we would have 500 cases brought 
through Towne Talk. 

Mr. Cotman. It is manufactured by Towne Talk. 

Mr. Exvuis. But the stuff is called something like Towne Pride. 

Mr. Howrey. What were the amount of the three different con- 
tracts; the first, second, and third ¢ 

Mr. En.is. Let’s see, the contract price on the first was $91,260. 
No; that was the second. 

Mr. Lirscoms. That was the third. 

Mr. Ex.is. The total was $177,660. 

Get the figures on the three contracts. 

Mr. Cotman. The first one for Quix was $70,200, $16.200 on Towne 
Talk, and $91,260 on the third contract. 

Mr. Houtrretp. Do you mean cases or dollars? 

Mr. Exuis. Dollars. 

Mr. Honirreip. These are dollars? 

Mr. Exuis. Yes; $91,260, making a total for these three items of 
$177,660. 

Mr. Houtrrevp. I only have two. I have a 70—the $16,000 is the 
second one. 

Mr. Expis. $91,260 is the third one. 

Mr. Honrrrevp. $16,000 is the second ? 

Mr. Cotman. $16,200. 

Mr. Exxis. Now, this third one was a like transaction that occurred 
a month later, in June. Now, the only relevance I can get to the fact 
that both orders were for 1,300 cases is the fact there were 13 vessels to 
supply, which turned out to be a nice even number of 100 cases per 
vessel. With two orders of the same amount that makes a total of 
200 cases a vessel. 
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Mr. Lrescomep. Mr. Chairman? 

The Cuatrman. Yes, Mr. Lipscomb. 

Mr. Liescoms. Which two orders were the same amount ? 

Mr. Exuis. The two requisitions were the same—1,300 cases apiece. 
Now the first requisition was split into two orders for so much 

Mr. Lipscomn. I see the Towne Pride was 900 c ases, or the equivalent 
of 300 cases of Quix. 

Mr. Cotman. Yes, sir. 

Mr. Liescoms. And then the first order was 1,000 so those 2 together 
were 1,300, and the third order was for 1,300 cases of Quix ? 

Mr. Exuis. That is right; exactly. 

Now that made a total, as we said, of 3,600 cases by equating this 
Towne business into the like figure for the other—an equivalent of 
2,600 cases. Now that was bought and all paid for. 

Now let’s consider what that amounts to. If it could all be used 
in the next month or two, the way Halstead told Moeller it could be, 
why there would not be any argument about it, I suppose. As near as 
we can figure, it worked out to ) be about a quarter of a million drinks 
for each of the 13ships. As I understand it, we were told that you put 
15 times as much water with this beverage. Then you add 8 pounds 
of sugar for every pint of the concentrates. Multiply it all out and 
figure out 20 dr inks to the gallon, if that is fair, and that works out to 
be roughly a quarter of a million drinks for each of the 13 ships. 

So, naturally, a question is raised and the fact is that some of the 
stuff is not used up yet. It has been issued, all except a few cases, and 
there are roughly—Mr. Staples didn’t you find 180 cases ? 

Mr. Stapies. Approximately 180 cases still left. 

Mr. Exxis. About 180 still left, after a great and very enthusiastic 
effort, if I may say so, to get the stuff issued out and used: 

There was one small adjustment when some of it went bad a year 
later and the companies made appropriate adjustment. Now, with 
that happening, naturally, IT wonder why—and no man knows why 
things happen. I do not regard it as our job to make accusations, 
and I certainly am not doing so. I am presenting a few cireum- 
stances of what occurred and anybody can draw their own conclu- 
sions as to why it happened. Bear in mind this was May and June 
of 1952, 3 years ago, a period of big expansion and big activity. In 
March and April of 1952 the company selling this Quix put on a 

campaign, started a campaign to make some “big s sales among the 
service organizations in the West. 

Mr. Eckuarr. Mr. Chairman. 

The CHarrman. Mr. Eckhart. 





RELATIONSHIP OF COMPANIES INVOLVED 


Mr. Ecxuart. Mr. Ellis, could you explain the companies involved 
here, what their relationship is to one another, and the company that 
actually contracted with the Government? 

Mr. Exuis. Well, pretty well within human possibility, I will do so. 
The primary firm that seems to be involved is in Los Angeles, and 
is named Apex, the Apex Distributing Co. It has an affiliate named 
Wilshire. The primary firms, as I understand it, are Apex Dis- 
tributing Co. and their affiliate, the Wilshire Sales Associates. Now, 
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they are common firms in the sense of common ownership and common 
offices. One deals with commercial sales and one with Government. 
Their consignee, as near as I can figure the relationship, is the Grubbs 
firm, because the actual orders were placed with Hal B. Grubbs & Co., 
which is down there at Long Beach. 

As near as we can find out from talking to those people, Grubbs 
actually acts only as consignee. They are the distributing consignee 
through whom the orders are placed, but evidently the sales push 
was put on more by the Apex people even though the sale, when 
actually placed, was put through the Grubbs name. Grubbs did 
not maintain a stock separate and apart from the Apex distributor- 
ship stock. When Grubbs got an order they sent it over to the other 
folks to have it filled and often shipped direct. 

Mr. Ecxuart. What company was Mr. Caraway employed by? 

Mr. Exuis. Caraway is the next man to bring up. 

In April of 1952 he became the Northwest representative for Apex 
Distributing Co., which is the main distributor in the West for the 
(Quix beverage. "As I say, they were putting on the campaign, start- 
ing in the spring of 1952 to get some sales. So, he became the repre- 
sentative. In fact, he was “introduced to the Apex people by Mr. 
Moeller. That is what one of the witnesses told us. But whether 
that is absolute fact we have no way of knowing. Mr. Moeller does 
not recall one way or the other. 

Let’s see what Caraway was at seas time. He had been in the Navy 
for some years and had a 20-year retirement. He retired during 
the war. Since then he had been the manager in a non-civil-service 
job, but still a manager of chief petty officers’ mess there at Bremerton 
Naval Base. 

Mr. Houirtevp. He was not a member of the services at this time? 

Mr. Exits. Not of the military service. He was a civilian and not, 
of course, paid from appropriated funds. It was a nonappropriated 
activity, but he was then the manager. He continued in managership 
until June when finally he got fired for some shortages in accounts 
and other irregularities, not at that time, as I understand it, related 
to this. 

In April, 2 months before he went out he became the Northwest rep- 

resentative for the Apex people. He got a certain drawing account 
for expenses and he picked up $2 a case for his orders. 

Well, $2 a case. You notice this is 2,600 cases. That makes the 
business worthwhile. It would be a $4.500 commission or so, $4,500 
or $4,600 commission out of these jobs if he was able to land them and 
carry it along. 

So, there was Caraw ay ina job as manager of petty officers’ mess as 

x retired serviceman and enlisted rating and working also for the 
Apex people. As I say, he left the Government connection in June 
of 1952 and, in fact, he left his Apex job along in Nove mber and has 
worked on another job since then. Now, that is Caraway’s connection 
in the matter. 

However, Caraway, Halstead, and Moeller, the three people, the 
8 the transport man and the supply man all became good friends. 

I do not mean to suggest anything is wrong with that because, natu- 

rally, doing business const: antly there would get to be a rather friendly 
velationahie. although, it may have been a little unusual that they 
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would all join at the hotel for dinner with the distributor’s firm, with 
Mr. Finer, the principal holder of Apex people. They would all join 
for meetings at the hotel and dinner. 1 do not suggest anything wrong 
with that, but at least that happened. 

Anyway, Halstead is the man who sent the requisitions in. Now, 
as I say, 1 do not know any circumstances, and I am merely suggesting, 
and you can draw your own conclusions. They may or may not 
amount to something. 

Halstead, Moeller, and Caraway were good friends. In July, a 
month after this happened, Halstead is quoted as saying, “Caraway 
owes me some money. I want it. Caraway owes me some money.” 

He would not say why. We do not know why, or whether he did. 
He is quoted as saying so. Also, Caraway buys a car, an old 6-year- 
old Nash. It cost him what, around $700 and some dollars. He ‘buys 
it in his own name but has it delivered. That is, Caraway buys the 
ear, 6-year-old used Nash, at the time and turns it over to H: stead. 
Halstead gets the use of it for 8 months or so, or 10, until the next 
March when he gives it back to him. 

Moeller, who is the man who did the actual buying, as we see it— 
I will say negotiate; he got it bought, got the job done through the 
supply depot—at the same time was discussing with Apex going to 
work for them. This was in April. He says at least it was as early 
as April that he was having quite a number of discussions with the 
affiliate of Apex, Wilshire Sales, about going to work for them. How- 
ever, he did a go to work for them until December, a month before 
he left the Navy. December 1 of 1952 he goes to work for these 
people who are selling Quix, at $700 a month, plus some expense ac- 
count, and it is a month—although he says he did not do much for 
them in December except draw pay—at the end of December he 
leaves the Navy under an unusual arrangement, that may still be 
in effect. Having less than 20 years of service, he is not eligible for 
retirement. But, under a special ruling or law he is paid off with a 
bonus of 2 years’ pay instead of a retirement. So that was paid, I 
suppose along in January. He is paid a couple years’ bonus. He 
gets paid off and is no longer connected with the Navy. 

Mr. Houirrevp. Had any charges been brought against him at that 
time by the Navy ? 





LIEUTENANT COMMANDER MOELLER ASSISTS IN SALE OF AIRCRAFT 


Mr. Extis. It is shown later on in the report, which I did not plan to 
go into that he was involved in some other matters which seemed to 
be, shall we say, serious questions of ethics and perhaps of more 
serious wrongdoings which we brought here, not as directly related 
to this transaction but as indicating that Moeller should have been 

regarded as a marked man. He should have been regarded at least with 
a little suspicion and perhaps should not have been left in this consider- 
able authority. 

For example, a couple of airplane firms who had big contracts that 
Moeller negotiated, contracts for transportation, several million dol- 
lar contracts, big deals. They needed a plane or two. A friend of 
Moeller’s had a plane to sell. 

There is nothing wrong with that but Moeller gets them together, 
and there is nothing wrong with that, and the sale is made. However, 


| 
* 








Ores 


EXCESSIVE PROCUREMENT OF BEVERAGE BASE 13 


the seller feels it proper to give $1,000 finder fee to Moeller while he 
is in the Navy. The Navy, “of course, after finding it out, gave him 
quite a reprimand, I believe. 

Mr. Cotman. Yes, sir. 

Mr. Exxis. Gave him quite a reprimand. 

Mr. Houtrretp. Was this a case of the Navy buying a plane? 

Mr. Exuis. No. 

Mr. Ho.irrevp. It was the case of a private company buying a 
plane? 

Mr. Exits. Yes, contractors. The point of criticism is that Moeller 
was in the position of having considerable power and influence over 
those two contracts because he was negotiating the contract with them 
and, of course, had a considerable effect on their good fortune or bad, 
which put his connection, at least, open to suspicion, although not 
necessarily wrong. It was obviously a highly unethical act, and would 
probably be reg: 1rded more seriously by somebody. 

There was another deal about the purchase of pellets that looked a 
little odd. He seemed to go out of his way to get some business for 
this same man, Griffiths, but it did not amount toa great deal. 

We brought them up here merely to show there were some suspicious 
problems about Moeller. However, we do not know of any action 
taken on this matter with respect to Moeller. However, bear in mind 
there was an inquiry over in the MSTS side about Halstead. How- 
ever, it was kept rather within the family and, apparently, did not 
get over to the supply depot. And, perhaps for that reason. Moeller 
was gone by December, long before anybody knew anything about it. 
But, being out of the service, there was apparently a distinct disineli- 
nation to ‘do anything about it. 

Mr. Ecxerr. Mr. Ellis, did you get the information about the sale 
of this aircraft as a result of an independent investigation of your 
own, or as a result of a review of the Navy investigation / 

Mr. Eris. Well, yes— 

Mr. Colman, who was there, reports that it was developed as a result 
of our investigation, but then found that there was also the Navy 
investigation and there was a certain amount of collaboration: yes, sir. 

Mr. Howrrrerp. Collabor: ition between the General Accounting 
Office investigators and the Navy investigators / 

Mr. Exuts. That is right. 

Mr. Cotman. Yes. 

Mr. Ecxerr. Since that statement has been made, Mr. Chairman, 
and since it is not too well supported within the report, I would like 
to ask that we insert in the record at this time a letter from the com- 
manding officer of the naval supply depot to Lieutenant Commander 
Moeller in which he indicates that they contemplate a reprimand for 
his private dealings with the Navy contractors, and an endorsement 
to that. basic letter, in which Commander Moeller admits that he was 
wrong and inter posed no objection to the contemplated action on the 
part of his commanding officer? I do not think this information will 
be brought in through the testimony of Mr. Ellis. The original letter 
is dated May 21, 1952, from the commander of the naval supply depot, 
Captain Thomas—to Lieutenant Commander Moeller, under date of 
May 26, 1952. 

Mr. Houirtetp. There being no objections, it will be accepted. 
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(The documents referred to are as follows:) 


May 21, 1952. 
From: Commanding Officer, Navi : Supply Depot 


To: Lt. Comdr. John E. Moeller, S . United States Navy. 
Subject : Contemplated ener ster for your private dealings with Navy con- 
tractor. 


Reference: (a) Article 15, and section 132, MCM. 1951. 
(b) Appendix MCM, footnote page 461. 

1. An informal investigation, in which you were not a party, has been 
made of om personal and private dealings with the Transocean Airline 
of Oakland, Calif., in 1951, during a time when you were the procurement branch 
officer of the Naval Supply Depot, 138th Naval District, and had supervision over 
the services of Transoc ean Airlines under its contract to provide certain trans- 
portation service for the Navy in the Alaska area, which contract had been nego- 
tiated through you as the procurement branch officer. The dealings involved 
the sale in July 1951 of a Norseman airplane by one Glenn K. Griffith for $10,000 
to Transocean Airlines, and your efforts in October 1951 to sell Transocean Air- 
lines a similar aircraft, of which you were part owner, for $14,000. In this con- 
nection, particularly considered is a meeting you had in room 508 of the May- 
flower Hotel in Seattle on the evening of October 5, 1951, with Mr. Statton and 

Sam Wilson, Seattle representative and vice president, respectively, of Trans- 
ocean Airlines, during which meeting the sale of the aircraft for $14,000 and 
Transocean’s extension of their contract after December 31, 1951, were discussed 
at length, and you indicated the use of your good office favorable to extension 
of their contract, emphasizing the beneficial effect and financial assistance their 
purchase of the airplane would have upon and for you. 

2. In accordance with reference (b) vou are hereby informed that nonjudicial 
punishment under authority of reference (a) is contemplated for your private 
dealings with Transocean Airlines and you are also informed that you are privi- 
leged to make a written statement setting forth any cause why disciplinary 
punishment should not be imposed or any other pertinent matter in connection 
with the above. You are directed to reply by May 28, 1952 

G. L. THOMAs. 


NavaL Suppiy Deport, 
Seattle, Wash., May 26, 1952. 
From: Lt. Comdr. John E. Moeller. 
To: Commanding Officer, Naval Supply Depot, Seattle. 
Subject: Contemplated reprimand for priv: = yp wg with private parties. 
Reference: (a) CO MSD Seattle, letter May 21, above subject to Lt. Comdr. John 
E. Moeller. 

1. Receipt of reference (a) is acknowledged. 

2. While I admit such private dealings, there never was any intention to use 
my Office to influence the award of a contract one way or another because of 
such private interests. 

3. I admit I was wrong and interpose no objection to the contemplated action 
on the part of my commanding officer, 

JOHN E. MoeELcLer, 
Lieutenant Commander (SC), USN. 


Mr. Lirescoms. Mr. Chairman, I would like to refresh iy mind 
as to when Commander Moeller was retired from the service—the 
date? 

COMMANDER MOELLER SEPARATED FROM SERVICE 


Mr. Exxts. He was separated, technically, about January 1, 1953— 
6 months after all this happened. 

Mr. Lirscomes. Thank you. 

Mr. Extis. To sum up, an extraordinarily large purchase was made 
of well over 3 years’ supply of this material, and ] verhaps even more. 
But, at least, some small part of it still remains, 3 years later. Why 
it was done? TI only suggest this: That in your discussions with the 
friends in the Navy as to their procedures—and there were quite thor- 
ough procedures in effect—at the MSTS and also at the Navy Supply 
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Depot, you must bear in mind the basic problem that when the action 
dem: anded to be taken Is required to be taken by the head of the outfit, 
whatever he be, whether he is commanding a ship or commanding a 
regiment or running a division in our office, when the head man is 
doing it, subordinate control checks within and below him are not 
necessarily regarded as effective; nor is the defect on the part of the 
top man necessarily to be regarded as a reflection upon procedures 
which normally go through and are quite operative. Now, I think 
that is all I intended to bring out unless you want more at this stage 
in the way of a general bac ‘kground of what this case amounts to and 
what we think it demonstrates. 

Mr. Houtrirevp. I think we should clear up the status of the three 
people that you have mentioned. 
Mr. Enis. Yes. 
Mr. Houirrenp. All right. 
Comdr. John EK. Moeller was separated from the service on Janu- 
*y 1, 19534 
Mr. Ets. Yes. 
Mr. Hourrtevp. Is that correct / 
Mr. Exuuis. That is right. 
Mr. Houirtretp. And with full rights of pension or with the lump- 
sum payment 

Mr. Exuis. Under that rather odd deal that was in effect, 2 years’ 
pay in a lump sum. He had less than 20 years’ service, and under 
a particular statute, as I understand it, having over 12 years’ service 
and less than 20, under a particular statute, he is paid 2 years’ pay as 
a sort of severance pay and not a retirement. 

Mr. Houtrirep. And Lt. James KE. Halstead, retired. 

Mr. Enis. Yes. 

Mr. Houirrecp. As of what date did he retire? 

Mr. Eis. February of 1953 on the completion of 50 years’ service. 
That was, bear in mind, less than a year after all this happened. 

Mr. Howrrierp. Less than a year after all this happened ¢ 

Mr. Ennis. Yes. 

Mr. Houtrietp. With what rights was he retired ? 

Mr. Conman. With monthly retirement for life, approximately 
3150 a month. 


a 


— 


MR. CARAWAY EMPLOYED BY CPO MESS 


Mr. Houtrietp. Now, John EF. Caraway, was already in a retired 
capacity and working as a civilian employee for the officers’ mess? 

Mr. Exits. Chief petty officers’ mess. 

Mr. Houtrretp. Yes, at Seattle or Bremerton? 

Mr. Cotman. Yes, sir. 

Mr. Euuts. Yes, sir. 

Mr. Honirretp. At that time, and what action was taken in his 
case, dismissal ? 

Mr. Ex LIS. He was dismissed in June of 1952 as a result of an audit 
showing a $2,500 shortage in his accounts and some other question— 
was there any other question about Caraway besides that? 

Mr. Cotman. He was retired prior to this action. No action was 
taken against him. He still draws his Navy retirement. 
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Mr. Ho.wtrretp. He draws his Navy retirement. Was there any 
action taken to recover the $2,500 that you know of ? 

Mr. Corman. The $2,500 is still outstanding. There was a pay- 
ment of one check of $10 which, at the time of the investigation, was 
uncashed. 

Mr. Houtrretp. Was that in the nature of an agreement between 
the operators of the chief petty officers’ mess and Mr. Caraway, or 
was it as the result of a legal suit ? 

Mr. CoLMAN. It was an agreement between the CPO mess and 
Mr. Caraway, in which he was to repay $2,500. 

Mr. Hottrietp. As far as you know, that has not been repaid 
as of now? 

Mr. Corman. No, sir. 

Mr. Hortrretp. Do either of these three gentlemen at the present 
tume have employment with the Government in any capacity to your 
knowledge ? 

Mr. Exxis. Only insofar as you would regard Mr. Halstead being in 
i retired status. That is the nearest there is and Caraway: both are on 
the retired list. That is all. 

Mr. Hovirtevp. They are not on active duty, are they negotiating 
with the Government, as far as you know, for additional contracts ¢ 

Mr. Exxis. We understand that Mr. Caraway is a cook for a con- 
struction firm. Mr. Halstead is retired and, as we understand, as of 
a year ago, he was a bartender. 

Mr. Cotman. We do not know whether he is employed now or not. 

Mr. Exits. Mr. Moeller, we understand, is employed as a salesman 
there in Seattle. 

Mr. Howtrretp. With this same company ? 

Mr. Ex.is. No. 

Mr. Chairman, could I have permission to withdraw our remark 
that we did not go into this $2,500? Evidently, my man did a better 
job than I thought. 

Mr. Lirscoms. Mr. Chairman, in the investigation report the agree- 
ment in regard to the discharge of Mr. Caraway is listed as exhibit 
6. However, it is not contained in the report to this committee. 

Mr. Chairman, I believe that it would be good for the record to get 
a copy of that agreement between the petty officers’ mess and the man 
involved. 

Mr. Howirretp. Do we have that? 

Mr. Exits. We will be glad to supply it, yes. 

(The agreement referred to follows:) 


RELEASE AGREEMENT 


1. This agreement is entered into by John E. Caraway, hereinafter referred to 
as the party of the first part, and the chief petty officer’s mess, United States 
Naval Base, Bremerton, Wash., the party of the second part. 

2. The party of the first part does not admit any personal responsibility for 
losses incurred by the mess during the period of his management of the CPO 
mess, but voluntarily enters this agreement in order to reimburse the mess for 
the expenses of conducting an independent audit and to rectify claims of the 
CPO mess, involving other losses for which the bonding company of the party 
of the first part has denied liability. 

3. For and in consideration of the release of claims, etc., against the party of 
the first part, as set forth in paragraph 4 hereunder, the party of the first part 
agrees to pay to the party of the second part, the sum of $1,000, in full compen- 
sation and settlement to be paid in the following manner: The party of the first 
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part shall pay to the party of the second part, at the United States Naval Base, 
Bremerton, Wash., the sum of $50 per month, until the total sum of $1,000 has 
been paid; payments shall commence on March 5, 1953. 

4. For and in consideration of the sum of $1,000 to be paid to the party of the 
second part by the party of the first part, as set forth in paragraph 3 above, the 
party of the second part does accept the same in full compensation and settle- 
ment for, and does release and forever discharge said party of the first part, and 
all his agents and employees, from any and all claims, demands, and liabilities on 
account of any and all losses to property and funds of the party of the second 
part, which have been caused or may at any time arise or have arisen by reason 
of management by the party of the first part of the chief petty officers’ mess, 
during the period from March 15 1949, to June 26, 1952; the intention hereof 
being to completely, absolutely, and finally, upon payment of the sum specified 
in paragraph 3, to release said party of the first part from all liabilities arising 
wholly or partially from the cause aforesaid. 

In witness whereof, the parties have hereunto set their hands and seals this 
20th day of January 1953, 

JOHN E. Caraway, L. S. 
Party of the first part, John E. Caraway, 1215 South Alder, Tacoma, 
Wash. 
Byron C. Harris, L. 8. 
Party of the second part, Chief Petty Oficer’s Mess, United States Naval 
Base, Bremerton, Wash., by Byron C. Harris, YNC, USN, President. 

Signed and sealed in my presence this 20th day of January 1953. 

David Bolton, 
DAvip BOLTON, 
Commander, USN, Base Legal Officer. 


Mr. Lipscoms. I would like to continue. 
Mr. Hotrrienp. Go ahead. 


GENERAL ACCOUNTING OFFICE AUDIT OF MILITARY SEA TRANSPORTATION 
SERVICE 


Mr. Lirscoms. Mr. Ellis, you said that this was brought to your 
attention during a routine examination or an audit of this MSTS? 

Mr. Exuis. Yes, sir. 

Mr. Liescoms. The examination, I assume, has been completed. 

Mr. Exxis. I will ask Mr. Staples. 

Mr. Srapres. Yes, it has been sir. 

Mr. Lrescoms. Has a report of this audit been submitted to this 
committee ¢ 2 

Mr. Sraptes. No, it has not. 

Mr. Howitr1reip. Will you identify yourself for the reporter, please. 

Mr. Strapres. Mr. George Staples, General Accounting Office, Divi- 
sion of Audits. 

Mr. Honirtecp. Each one of you gentlemen, as you are questioned by 
members of the committee, give your name to the reporter because I 
do not believe she got them when you stood and were sworn in. 

Mr. Sraptes. Very good, Mr. Chairman. 

Mr. Lirscoms. When was this audit completed ? 

ae Srapies. Along around the end of 1953, in the calendar year 

3, and it had been initiated—I might say for the record that ‘this 
was s before I was associated with the audit of MSTS. What I know 
about it is merely taken from the record. I assumed charge of the 
audit in March of 1954. And, from the record, it appears : that the 
audit was completed along around the end of the calendar year 1953 
A report was made by our Seattle regional office and the substance of 
that report was transmitted to the local command and, in the case of 
this particular beverage case, there was a lot of informal correspond- 
ence and working together with the officials of the command on the 
findings and what to do about it. 
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As I said before, the substance of our report was transmitted to the 
local command and, I believe, that we had not received comments back 
from them on the various actions they had taken. 

Mr. Lipscomn. The investigation was initiated during the process 
of the audit? 

Mr. Srapies. That is right, yes. 

Mr. Lrescoms. They were working at the same time, the investiga- 
tion and the audit? 

Mr. Strapies. Well, when we got to a certain point where we felt 
there may be some irregularities or unique features about this that 
required investigation, we turned the information that we had over to 
the local officer of investigations in Seattle. Except for following 
through on this particular matter and negotiating with the local com- 
mand on it, we did not carry it through any further. We merely kept 
our fingers on the pulse of it. 

Mr. Livscoms. But you went ahead with your audit ? 

Mr. Srapurs. Yes, sir. 

Mr. Lipscomr. Your audit also covers this particular phase to the 
extent that you went into it ¢ 

Mr. Srapues. Yes, sir. 

Mr. Lirscoms. Did you make recommendations in your audit as to 
the procurement practices at MSTS, Seattle / 

Mr. Srapies. Yes, we did. 

Mr. Lipscoms. Mr. Chairman, I believe that a copy of this audit 
report would be helpful in our work that we are doing in this particu- 
lar matter. I would suggest that we receive a copy of this audit report. 

Mr. Hovrrrenp. Can you furnish a copy of that, Mr. Ellis? 

Mr. Starres. I believe we can, Mr. Chairman; yes. 

Mr. Etuis. Yes. 

Mr. Hontrrecp. Thank you. 

(The audit report and letters referred to follow :) 

GENERAL ACCOUNTING OFFICE, 
COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, D. C., July 6, 19505. 
Hon. CHET HOLIFIELD, 
Chairman, Military Operations Subcommittee, 


Committee on Government Operations, 
House of Representatives. 


Dear Mr. CHAIRMAN: During the hearings before your subcommittee on June 
24, 1955, on the procurement of beverage base for use by the Military Sea Trans- 
portation Service, you requested us to furnish the results of our audit of the 
Military Sea Transportation Service, North Pacific Subarea Command, for the 
fiscal years 1952 and 1953. For the years mentioned we did not issue overall 
audit reports on the North Pacific Subarea Command. Our audit findings were 
transmitted to the local commander of the Military Sea Transportation Service in 
a series of letters dealing with specific problems which came to our attention. 
Copies of these letters are attached. Letter dated May 26, 1953, deals with 
excessive procurement of concentrated beverage base by MSTS. 

Also enclosed is a memorandum of our Division of Audits with respect to the 
1952 and 1953 audit of the North Pacific Command of the MSTS. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the Unsted States. 


May 26, 1953. 
Capt. J. R. Topper, 
Commander, Military Sea Transportation Service, ; 
North Pacific Subarea, Seattle, Wash. 
Dear Sik: Since our discussions with you relative to the matter of excessive ; 
procurements by MSTSNORPAC of concentrated beverage base, we have made ) 
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further inquiries and wish to furnish you with a summary of our findings to date. 

1. Requisitions for the procurement were dated May 1, June 6 and 7, 1992, 
and signed by Lt. J. E. Halstead, officer in charge of the Ship Liaison Branch, 
Supply Division. It is our understanding that these requisitions were proc- 
essed during the absence of Comdr. T. C. Fauntz, Assistant Director, Supply Divi- 
sion, and without the knowledge of either the civilian personnel of the divi- 
sion who ordinarily are concerned in some manner with such requisitions, 
or that of the stewards aboard vessels who ordinarily submit requisitions for 
provisions required aboard. 

2. Procurements were made by the naval supply depot on the basis of nego- 
tiated contracts, Nos. N406s—31284 and —-31483 with Hal B. Grubbs & Co., and 
No. N406s-31282 with Towne Talk Co., in the total amount of $177,606. 

3. Information furnished by Commander Letterman, Comptroller, revealed that 
the original procurement was discussed with Commander Fauntz (Supply Divi- 
sion) for the reason that it was considered excessive, and that the later pro- 
curements were called to your attention and payments to the vendor were with- 
held for a considerable period pending disposition of the matter. 

4. It was our understanding that, at the request of a Captain Thomas of the 
naval supply depot, this matter has been investigated by the Federal Bureau 
of Investigation. The FBI has reported to us that no investigation of the 
procurements in question was ever requested or made. Captain Thomas has 
confirmed this report. 

5. We could obtain no satisfactory explanation from Commander Fauntz as 
to any reasonable basis for the procurement, or as to why some action was not 
taken to cancel undelivered portions of the orders when he became aware of 
the situation. He also informed us that an investigation had been made. We 
have been unable to find any files indicating the circumstances under which the 
procurements originated or that would indicate that an investigation had been 
made. 

6. Based upon usage of the product during the 6month period ending De- 
cember 31, 1952, the procurement of 93,564 units (tins and bottles) was sufficient 
for a period of approximately 644 years. 

7. Spoilage of the product has necessitated survey of 109 cases aboard the 
Marine Lynv, and we understand other vessels have similarly reported spoilage. 
We have discussed the matter of the guaranty provision (sec. 22) of the con- 
tracts with personnel of the Supply Division, wherein it provides that notice 
of defects must be given within 1 year and suggested that such provision be given 
appropriate consideration. 

8. We have discussed the procurement of the beverage base with representatives 
of the naval supply depot and reviewed their procurement files relating to the 
negotiation of these contracts. No evidence was found in the files to reveal the 
scope or extent of the negotiations and since both Lieutenant Commander Moeller 
and Lieutenant Poling, who acted on the requisitions during the temporary 
absence of Lieutenant Fisher, are out of the service, we could neither obtain a 
satisfactory explanation of the method of procurement, nor the reason why a more 
reasonable price could not have been obtained under the circumstances. 

9. Lieutenant Fisher stated that purchase of type 2 beverage base (similar to 
Quix and Town Talk products) has been prohibited for the past 6 or 8 months 
insofar as the Seattle Naval Supply Depot is concerned ; however, he understands 
that this prohibition did not apply to other supply depots on the west coast 
where ships operate in hotter climates. He further understands that quantities 
of the type 2 products have been put aboard commissioned vessels operating out 
of California ports, and that the ban on the purchase of the type 2 product has 
now been lifted at the Seattle port. While Lieutenant Fisher was aware of 
the large procurement during 1952, he stated that officially he was uninformed of 
the existence of any excess quantity of this product at MSTS, and consequently 
was in no position to suggest transfer of the stock to those areas where it might 
be more readily utilized. 

10. Lieutenant Fisher and Commander Capelle (executive officer, naval supply 
depot) stated that they would be glad to cooperate with MSTS in attempting to 
help dispose of any surplus stock of the beverage base by storing it ashore at 
naval supply depot and using it to fill other Navy requisitions. They would also 
provide assistance in handling any complaints against the suppliers under the 
guaranty clause, providing of course, sufficient detailed information is made 
available to them. Immediate action would be required to comply with the pro 
visions of the guaranty clause of the contracts. 

11. From our discussions with a representative of the Hal Grubbs & Co., we 
have learned that former Liteutenant Commander Moeller has recently taken a 
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position with the Apex Distributing Co., the west coast distributor for the Quix 
product. 
We would appreciate receiving your comments on this entire situation. 
Very truly yours, 
G. Ray Banpy, Regional Manager. 


MEMORANDUM ON AupIT Reports ror FiscAn YEARS 1952 AND 1953 on MILITARY 
SEA TRANSPORTATION SERVICE, NORTH PACIFIC COMMAND (SEATTLE) 


The results of our audits of the Seattle command for fiscal years 1952 and 1953 
were transmitted to the local command by our Seattle regional office in a series 
of letter reports. As requested by the subcommittee, copies of these reports are 
attached. The subjects of the reports and the dates thereof are listed below : 

1952 audit: 
Procurement of beverage base_________ wien oe ogee e ss Bee eee 
Inventories affieat._..... 2 2.252. OB te Sete A Ue _. July 7, 1953 
Activities and procedures of Supply Division_--______._______-- July 6, 1953 


Pees Garr We a a _..__ June 24, 1953 
Procedures of Maintenance and Repair Division___._________ Aug. 19, 1953 
Procedures of Operations Division_____- viiesbnkt ots nla eaten ase ove ks a SE OR 
Activities of Office of Comptroller___________--~_ srnicngea nto tees Aug. 11, 1953 
OE OTE QUIN sia hi ckcneenice ccecasetaseeese eee Mar. 9, 1953 
1953 audit: 
1. Utilization and operation of MSTS vessels__-_- Leetirubeces Noy. 15, 1954 
2. Functions of Comptroller’s Office and related activities_.__. Nov. 22, 1954 
3. Maintenance an drepair of vessels__...._.__-__.__---_--_ Nov. 18, 1954 
4. Supply and associated activities__...._._....-._______ tian IOV SE, T0G4 
5. Time chartered and GAA vessels______--____-___________- Nov. 16, 1954 


Several matters noted in the 1952 audit were referred by our Seattle office to 
our Washington staff for review with MSTS headquarters and central divisions 
of the shipper services. These matters were taken up informally and resolved at 
the Washington level. 

Our review of the procedures in effect in 1952 relative to the initiation, 
examination, and processing of requisitions for shipboard supplies, including 
provisions, indicated that the beverage-base transactions were attributable 
more to personal failure by the officer in authority than to any basic deficiencies 
in the procedures. Following the disclosure of the beverage-base transactions 
and other excessive supplies aboard vessels, Seattle representatives of the 
General Accounting Office worked jointly with officials of the Seattle Command, 
MSTS, to determine wherein requisition and other supply procedures could be 
strengthened. These joint efforts brought about a series of actions designed 
to correct deficiencies found in our audit, and to identify areas wherein the 
operation and control of the supply activity might be improved. Some of these 
actions were— 

1. An immediate inspection of the Supply Division was requested from 
the Pacific Area Command and a survey of the Material Branch of the Supply 
Division was made by the local Methods and Procedures Branch. 

2. Requisitions for unusual items and those involving large amounts were 
directed to be approved by the Supply Director; this was subsequently 
extended to cover all requisitions for provisions. 

3. Civilians in key positions were to be consulted on operations in their 
respective areas of responsibility. 

4. Staff meetings of key supply personnel of all branches and of personnel 
within branches were initiated. 

5. The Ship Liaison Branch was instructed to inspect the Steward Depart- 
ment of every ship upon arrival for excess material, with particular 
emphasis on certain items including those mentioned by GAO auditors. 

6. Inventories submitted by vessels were referred to the Ship Liaison 
Branch for screening. 

7. Action was taken to inspect all beverage base aboard vessels, and 
much of the excess was redistributed among vessels or transferred to 
other commands. 

8. Cash refund of $5,071.95 and replacement of beverage base valued at 
$12,042 were made by vendors to cover that found to have spoiled. 

As a result of certain of the above actions the Supply Unit was reorganized 
early in 1954. The basic procedures remained substantially the same; however, 
the reorganization served to clarify the procedures and to more clearly define 











» Quix 


ger. 


ATARY 


1 1953 
series 
ts are 


, 1953 
, 1953 
, 1953 
, 1953 
, 1953 
, 1958 

, 1953 
, 1952 


1954 
1954 
1954 
1954 
. 1954 


ice to 
isions 
‘ed at 


ation, 
uding 
itable 
-ncies 
‘tions 
f the 
nand, 
ld be 
igned 
n the 
these 


from 
upply 


were 
ently 


their 
onnel 
part- 
cular 
s, 


nison 


and 
d ta 


od at 
nized 


ever, 
efine 





EXCESSIVE PROCUREMENT OF BEVERAGE BASE 21 


functional responsibilities. In a recent discussion with the Supply Officer, 
MSTS Headquarters, the latter stated that he plans to recommend clarification 
of the overall MSTS supply instructions (publication 236) to define more explicitly 
the procedures governing requisitions for nonstandard material and requisitions 
originating ashore. We had suggested greater emphasis on the latter type of 
requisitions. 

It will be noted that our examination of supply activities for 19538 indicated 
relatively minor deficiencies, and we feel that the supply procedures are in 
general adequate and are being properly carried out. However, it is doubtful 
that these procedures or any other that would be practical could per se prevent 
a recurrence of transactions similar to the beverage base, under the same 
circumstances. 

In other matters raised by our auditors the local command of MSTS has fur- 
nished detailed comments of their position. These comments are now being 
reviewed by us. 

Mr. Houtrrevp. Any further questions / 

Mr. Lipescomp. No. 


CASE REFERRED TO DEPARTMENT OF JUSTICE FOR ACTION 


Mr. Houtrietp. Before you leave the stand, Mr. Ellis, did you refer 
this matter to the Department of Justice for further action ? 

Mr. Ents. Yes, sir. 

Mr. Howrriretp. When did you do this? 

Mr. Exuis. Mr. Detwiler, can you tell me? 

Mr. Derwiter. May 5 of this year. 

Mr. Ho.irietp. Had the Navy taken any steps toward making a 
similar referral, as far as you know, of the civilian employees, as a 
result of their investigation ? 

Mr. Eris. No. There was a certain action inquiry by the MSTS 
with respect to their own people, Halstead and his successor, we under- 
stand, but I do not know of any further such action. 

Mr. Houtrrecp. Will you please explain that? Did the Navy ask 
the Department of Justice to investigate this, or did they investigate 
through ONI or not? 

Mr. Enis. As far as we know 

Mr. Houtrievp. I am not speaking now of the men who were in the 
service; I am speaking about Mr. Caraway. Was his case referred to 
the Department of Justice by the ONI? 

Mr. Cotman. As far as we know, no action was taken by the Navy 
in regard to Mr. Caraway. 

Mr. Ennis. And, so far as I am aware, at least, and my associates 
will check me, we are still buying from Apex—as far as I know, at 
least they are still on the list—who are, after all, the basic parties 
here who were pushing the deal to start with and who make some of 
these circumstances possible. 

Mr. Lirscoms. Mr. Chairman? 

Mr. Ho.rrtevp. Yes. 





NAVY CONTINUES BUYING FROM SAME FIRM 


Mr. Larscoms. You say we are still buying from Apex ? 

Mr. Euuis. As far as I know, they are still on the list to buy. You 
see what I mean, as far as I know they have not been debarred. 

Mr. Liescoms. But, you do not know whether they are still buying 
a supply of this beverage base for Seattle? 

Mr. Cotman. Not at Seattle, no, sir, but in California. 
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Mr. Srapres. As far as we know, they never made any more pur- 
chases of this particular beverage base. 

Mr. Lipscoms. I mean, even though they have a supply on hand, 
you are sure they are not buying any more of this beverage base now 
at this Seattle base? 

Mr. Cotman. They still have a supply on hand? 

Mr. Exxis. I would certainly doubt it. 

Mr. Lrescomp. Sometimes it happens that they have a supply on 
hand and they still buy. 

Mr. Exxis. I understand there was a serious question raised as to 
the utility of this material. It was quite untasty to certain palates, 
[am told. So, it is possible there won't be any dem: ind for it. 

Mr. Ecknarr. Mr. Ellis, I would still like to clear up this one prob- 
lem about the relationship between Apex and the Government. Has 
Apex ever contracted with the Government to sell any of thetr 
products ¢ 

Mr. Cotman. No, sir, not that we know of. 

Mr. Exuis. I am going to have to be careful about that answer, 
because I have a further report that just came in yesterday from San 
Francisco. 

Can you answer that, Mr. DeMaras ? 

Mr. DeMaras. I am not quite certain. We have no evidence that 
Apex was the direct contractor. The order was placed with Grubbs. 
The record may be interpreted that Apex would be their supplier or 
subcontractor. 

r. Eckmarr. I want to point out here, Mr. Chairman, that the 
Apex Co. and Wilshire Sales Associates are two companies formed 
for the purpose of selling to the Government and selling to commercial 
firms. Apex was the company that was set up for ‘the purpose of 
making sales to the Government. However, since they did not con- 
tract with the Government it was not possible for the Comptroller 
General, under the contract, to make a review of the reports of this 
contract and the costs that may have been incurred under it. I was 
wordering if you would like to make any comments on that, Mr. Ellis, 
as to whether or not it is an unusual situation ¢ 

Mr. Exxis. In a fixed price contract, there is not a normal occasion 
to go into the contractor’s records. Under the law if you recall the 
bill that was reported out by this committee 2 or 3 years ago—Mr. 
Hardy, I think, handled it—where a contract is negotiated, or it is 
the cost-plus, under one of the exceptions in the War Powers Act, 
the Armed Service Procurement Act, the contract is required to con- 
tain a clause permitting access to the records, and there is real reason 
to want to look at it. But, in the normal case of the fixed-price con- 
tract for a commercial product, there is no particular occasion, as far 
as the Government is concerned. 

Will you check me, Mr. Staples? 

Mr. Staptes Yes. 

Mr. Ennis. There is no occasion. The Government is not concerned 
with the contractor's records. How much money he made is none 
of our business. If we buy a commercial product at the commercial 
price on the market today, if we buy a car at the advertised price, for 
example, or if we buy a load of paper from the paper mill and we 
buy it at the commercial price it is advertised, for example, we have 
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the low bid. We are not concerned and have no occasion to go behind 
the price. 

Mr. Ecxnart. The point I was thinking about was whether or not 
something like the gift of an automobile from Mr. Caraw: iy, who is 
representing Apex ‘Distributors, to Lieutenant Halstead, who is the 
supply officer for the Navy, may have been listed as an expense of doing 
business by the company and that a review of the record might pos- 
sibly disclose something of that nature. But since they were put 
beyond the purview by the Government because they were not a 
direct contractor with the Government, that was not possible. 

Mr. Exxis. Of course, that is true. However, I would not want to 
be in the position of suggesting that we would have the time to look 
at every routine contractor for that sort of thing; it would take ¢ 
great deal of expense to go into such a tremendous program, unless 
you have a lead. And, when we have the indication here we still 
find out about it and it is reported, when you have a suspicious cir- 
cumstance to go into. Your point is well taken, of course, that you 
do not have any way of knowing whether there has been a gift unless 
you do have more access to the records than we now would have. 

Mr. Houirrevp. Mr. Ellis, I have one question. You mentioned, in- 
cidentally, that this particular beverage seemed to be untasty. Did 
you have any evidence of that, of refusal on the part of the servicemen 
to drink it? Or, what evidence did you have on that to back up that 
statement ¢ 

Mr. Exxis. Let me get together with my associate and refresh my 
recollection. 

We were told merely that there was very little demand. 

Mr. Houirreip. Your investigators were told by people on the base, 
you mean ¢ 

Mr. Exuis. That came out, I understand, at the MSTS hearings, 
that some of the stewards indicated a distinct disinclination to take 
this material aboard because there was no demand for it. 

Mr. Hontrretp. Was it some kind of a fruit-flavored drink? 

Mr. Exuis. Yes, it is mostly orange and other fruit base and certain 
other ingredients to which you add a great deal of sugar and = a 
lot of water. I do not know whether it is water or soda water. I do 
not know whether you add soda water or plain water. 

Mr. Corman. Water. 

Mr. Extis. Plain water. 

Mr. Cotman. A variety of flavors. 

Mr. Hoxtetecp. Go ahead, Mr. Eckhart. 


CONTRACT REVIEW BOARD 


Mr. Ecxuarr. Mr. Ellis, you mentioned some of these contracts 
were not reviewed by the Contract Review Board? 

Mr. Exits. Yes. 

Mr. Ecxuarr. Can you tell us how this Contract Review Board 
came into existence and what its functions were so far as you know, 
and what the membership of that Board was? 

Mr. Extis. I have the membership of the Board here. Offhand, I 
do not know how it came into existence. There is a definite instruc- 
tion that contracts in excess of $1,000 must be reviewed by the Con- 
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tract Review Board. I do not have the membership here in the re- 
port. I will locate that membership in just a second. 

There was a Lieutenant Poling. The buyer, civilian buyer, Mrs. 
Heraper, was the second member. Lieutenant Poling, as I said, was 
the first member. I believe there was one other. Mr. Colman re- 
ports tt is Mrs. Rist, who was a civilian supervisor of the purchase 
department. 

In other words, three of the middle grade officials, civilian and 
military, all under Commander Moeller the day he was in charge. 
Is that right ? 

Mr. Cotman. Yes, sir. 

Mr. Ennis. All under Commander Moeller on the day Commander 
Moeller was in charge. 

Mr. Ho.irietp. Subject to his orders or directions ? 

Mr. Eis. Yes, sir. Those three are the Contract Review Board. 
They did operate on the first two contracts, but not on the third one. 

Mr. Horrrrevp. Mrs. Griffiths ? 

Mrs. Grirrirus. Do you know what the Contract Review Board 
checks for ? 

Mr. Exxis. Three items are mentioned here: For property, that is, 
the need for it, purchase and price. Now, how much detail—Can 
you answer that, Mr. Colman ? 

Mr. Cotman. In what detail the Board normally goes? The three 
main questions, as I understand it, are property, purchase that is, 
where to get it, and price. 

That is all, tomy knowledge, of the function. 

Mrs. Grirrirus. What was the property? What do they check? 

Mr. Exuis. What they are buying. For example, on this first deal, 
they did raise the question that the Towne Pride people were also 
making a campaign to get some business and they also had a pretty 
good product. So they split up the deal and gave Towne Pride a 
little bit of business instead of buying all of Quix beverage. They 
bought the equivalent of 300 cases from Towne Pride. Now, we 
will decide to buy a little different—— 

Mr. Hourrrerp. Who decided that, Commander Moeller or the 
Review Board ? 

Mr. Exuis. Moeller, apparently, suggested it to the Review Board 
and they went along and thought it was a good idea. Now, we have 
no way of knowing , whether there was any “check back with the base 
as to whether the Towne Pride would be acceptable. Bear in mind, 
also, there is quite an involved set of controls from the Bureau of 
Supplies and Accounts back to the base telling them to what extent 
they are free to get certain items, and so on. Now on this, as I 
understand it, they had authority to buy a certain amount of this 
beverage, but not enough for stoc ‘king purposes. 

Mr. Houtrrevp. Is that all? 

Mrs. Grirrirus. Yes. 

Mr. Hotirterp. Mr. Fascell has a question. 

Mr. Fascet,. I was just reviewing this report. I noticed that you 
say it deals with excessive procurement. 

Mr. Exuts. Yes. 

Mr. Fascetz. And also it deals with the relationship with indi- 
viduals in the supply chain as to their actions, 

Mr. Enuis. Yes, sir. 
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Mr. Fascett. Now did you cover anything with respect to pro- 
cedures ? 

Mr. Exuis. No, I did not go beyond what appears right here in 
the report, for example, how it got by the Contract Review Board. 
It was covered. We did not examine the procedures otherwise, and 
I think our audit is adequate on that subject, and I believe we are 
going to furnish one to the committee. 

Mr. Fasceii. Do I understand you correctly, then, that you are 
making no finding or recommendations with respect to the adequacy 
or inadequacy of supply procedures in this particular case ? 

Mr. Exxis. If you mean procedures, the procedure controls in ef- 
fect through which the paperwork should have been processed, then 
your assumption is correct. I am not saying that there are not some 
recommendations and so on that I would want to consider if some- 
body asked me to say something as to what should have been done 
afterward. But, as far as what went on at that time, we did not under- 
take to make any study, because it was the top men in charge who did 
what was happening. Now the procedures down below are not of 
any effect, so far as I am concerned, when it is the top man who is 
involved. 

Mr. Lirscoms. Mr. Chairman, would you yield, please? 

Mr. Fascetu. Surely, go ahead. 

Mr. Ellis, the fact that the audit team was in there at the same 
time making an audit which would go under procedures would make 
a difference in the type of investigation that you run, would it not? 

Mr. Exits. Certainly. 

Mr. Lrescomsp. And as the audit man has testified, they have recom- 
mended: some change or criticized the procedures that were going on 
at the time? 

Mr. Exuis. Yes. I understood Mr. Fascell’s question to be limited 
to my particular part. I would not regard it as necessary since we 
had a very comprehensive coverage by our comprehensive auditors and 
J did not think it was necessary for me to go into it. 

Mr. Fascexiu. In other words, the inadequacy or deficiencies in sup- 
ply procedures set up in the audit. 

Mr. Exits. On this particular case, and that is already before the 
committee. 

Mr. Lirscoms. We have requested it to come to the committee. As 
I understand. it has been completed and a report has been made, but 
it has not been sent to the committee as yet. 

Mr. Sraries. That is correct. 

Mr. Fascetn. Thank you. 

Mr. Ecxuart. Do you know, Mr. Ellis, whether or not the requisi- 
tions or the contracts contained the name of “Quix” or “Towne Pride” 
as a proprietary name? 

Mr. Ennis. Yes, the proprietary name “Quix.” 

Mr. Ecxuarr. Was this a provisional item or an item to be put in 
ships’ storage for sale, for quick sale ? 

Mr. Exxis. Provisional—I have a copy of the requisitions in our 
original report, if you want to look at them. 

Mr. Ecxuart. Do you know whether or not there are any Navy 
prohibitions on buying proprietary items as provisions as compared to 
stocking and resale—— 

Mr. Exx1s. I will have to pass on that one, I do not know. 
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PURCHASE OF WOODEN PALLETS 


Mr. Ecxnuarr. I wonder if you could ppenent to the committee a 
few words on the purchase of these pallets? 

Mr. Enis. Yes. 

This was submitted here, bear in mind, not because it had anything 
to do with the beverage but because it was a second illustration of a 
serious question that could or should have been raised about Com- 
mander Moeller’s conduct a year before the rest of this business hap- 
pened. 

Mr. Eckuartr. May I interrupt you there for a moment? 

Mr. Chairman, I am not bringing this point in from the standpoint 
of Lieutenant Commander Moeller’s conduct. There are a few points 
involving Navy procedure. I think this case, although it is small 
and only involves a few thousand dollars, points up some Navy pro- 
cedures that might possibly stand a little i improvement. 

Mr. Exuis. There was a routine requisition being processed by the 
supply people for 3,000 pallets. Now you know a “pallet is sort of a 
platform thing that is used in warehouses to hold the materials 
and you can skid one of those forklift things under there to lift— 
how big is a pallet? 

Mr. Cotman. Four feet square. 

Mr, Exxis. Four feet square board platform is what we are—— 

Mr. Ecknuarr. Were these normally purchased by NSD? Was it a 
locally procured item ? 

Mr. Exxis. Normally, central procurement at Washington, but 
there apparently was an alleged necessity for rather urgent purchase. 
At least, we had a 3,000 order on a requisition which came out there 
in February of 1951, 3,000 pallets. The bids were asked for in a rou- 
tine way, and an award was made on March 16. Delivery was sup- 
posed to start on the 27 of March. However, Commander Moeller, on 
the 7th of March, negotiated with this chap, Griffith, who was the 
same man who had been involved in the airplane matter about the 
$1,000 tinder fee. He negotiated a little order of 500 pallets for the 
same price from Griffith ‘who represented that he represented a firm 
in outstate Washington—out in Snohomish, Wash. He claimed he 
represented the firm. 

There seems to be serious doubt that he had amy basis for that 
claim, but, it any event, Griffith did get the order and it was placed 
and apparently was filled through this fr iend, Griffith, on the basis of 
an order for 500, supposed to be an emergency. We could not find 
any basis, any record basis, for the claim of emergency. However, of 
course, bear in mind this was in March of 1951 when there was quite 
an emergency all over the world at that time. 

Mr. Houirretp. Did that requisition originate at the base or did it 
come from Washington ? 

Mr. Exus. The Bureau of Supplies and Accounts authorized the 
local purchase of 3,000 under the requisition. 

Mr. Houtrieny. Was that a preauthorization or a postauthoriza- 
tion? 

Mr. Ewwis. It was a preauthorization. You understand, they had 
the order, you see, and an O. K. from the Bureau to buy 3,000. 
They advertised 3,000 and negotiated. The bid was pending and 
eventually went through for 3, 000. Moeller used the same authority 











ea 


ing 
fa 
om- 
ap- 


ont 
ints 
nal 
ro- 


the 
fa 

ials 
— 


ita 


but 
ase. 
ere 
ou- 
up- 
, on 
the 
the 
the 
irm 


he 


hat 
ced 
s of 
ind 
. of 


ute 
1 it 
the 


IZa- 


nad 
100. 

and 
rity 





ia SI Heke ni A 


EXCESSIVE PROCUREMENT OF BEVERAGE BASE 27 


to take on the 500 special purchase from his friend, Mr. Griffith, 
or Griffith’s firm. 

Mr. Hovirie.b. But, he exceeded the authority from Washington 
and bought 3,500 in the place of 3,000. 

Mr. Exuis. Yes. 

Mr. Ecxuart. You said that Mr. Griffith misrepresented himself 
to the Navy. How was that accomplished ? 

Mr. Exits. Well, he said, “I am the authorized representative of 
this little firm.” 

Mr. Ecxuart. Did he actually say it, or did he sign a document 
to that effect ? 

Mr. Exuis. Yes. See exhibit 20, “G. K. Griffith,” it says here, and 
is signed in his name, “Nepa Construction Co., G. K. Griffith, sales 
manager.” 

Now we bring it out only as a flat statement that he said that when 
it was not so. Beyond that, I do not know that it is too significant 
to what extent he overreached himself with the Nepa firm. As far 
as I am concerned, it is between them. However, the fact is he did 
make that statement and the firm says it is not so. 

Mr. Houtrtetp. That is correct. Asa matter of fact, he could have 
made that statement and secured the order for 500 pallets and then 
contacted the firm and represented himself as being able to contract 
for the 500 and received a commission for so doing. 

Mr. Etuts. Yes; he had had a little something to do with the firm 
a few months back. What was that? 

Mr. Cotman. He had had a partnership interest several months 
back. But it was gone long before this. 

Mr. Extis. And the ow ner at the time said, “No; he had no authority 
to sign as sales manager.” <A fellow named Crook owned the thing 
at this time. 

Mr. Howirretp. What was that name again? 

Mr. Exuis. Crook—no pun intended. So far as I know there was 
nothing wrong with this Crook. 

And, there was nothing wrong with the price. It was a penny 
more for some reason, $6.48, where the 3,000 deal was $6.47 apiece. 
However, the question was, of course, that Mr. Moeller seemed to go 
out of his way to help Mr. Griffith get an order placed and using 
his already used-up requisition as authority. That was the point in 
question. 

Mr. Hourrtetp. This was known to the Navy approximately a year 
prior to the beverage incident ? 

Mr. Eris. Well, it happened about a year. Now how much was 
known to the Navy, I cannot say. 

Mr. Corman. Yes; it was known more than a year prior to the 
beverage-base purchase. 

Mr. Hortrrenp. Was there any reprimand, as far as you know? 

Mr. Exuis. No, sir. 

Mr. Hotirtetp. For his exceeding the 3,000 authorization ? 

Mr. Corman. No, sir. 

Mr. Lirscoms. Mr. Chairman, how do you know it was known by 
the Navy a year prior to the beverage base? 

Mr. Cotman. In discussing with ‘the employees, civilian employees, 
that were present at the time of this, and some of them were members 
of the review board. They were aware of the incident of the pallet 
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purchase, and it was apparently common knowledge at the Navy 
supply depot that this purchase was made. 

Mr. Lirscoms. Actually did the investigation that Navy had 
in regard to Commander Moeller bring out this fact on the pallets? 

Mr. Exuis. No, sir. 

Mr. Liescoms. And this letter of reprimand was a result of pallets 
and airplanes and all—— 

Mr. Cotman. Just to the airplane not to the pallets. 

Mr. Exsis. But, so we were told. Of course, we do not have the 
ONT report. This is what we were told. I have not seen the record. 
That being a security matter, I would not be in a position to use it. 

Mr. Liescoms. In your report, it quotes at the end of one of those 
sentences, who made those quotes? On page 12, right at the top of 
the first paragraph there is a quotation mark. I do not find the 
beginning of the quotation. 

Mr. Ex.is (reading) : 

This confirms negotiations between Mr. Griffith of Nepa Construction Co. 
and the undersigned. 

Mr. Lirscoms. Yes. 

Mr. Exuts. That is out of the award, the next line before that. That 
is on the notification of award letter, exhibit 19. I hope I did not 
quote any ONI report. The ONT report is marked classified security, 
I was told, is that right? So, I do not quote any classified materials 
in reports, of course. 


NORMAL REQUISITIONING PROCEDURE OF MILITARY SEA TRANSPORTATION 
SERVICE 


Mr. Hottrrevp. Mr. Fascell has a question. 

Mr. Fascetu. I see a statement in this report that I would like to 
inquire about. Itison page 5. It says [reading]: 

Under normal procedure Thomas Svendsen (civilian) general supply officer, 
or Roy E. Lovgren (civilian), supervisor, general supply assistant, ships liaison 
branch, would have approved the requisitions. 

Now at that point, as I understand it, two of them did go before 
the contract review board and were approved ¢ 

Mr. Extis. These chaps were over in MSTS. 

Mr. Srapies. That is right. 

Mr. Exuis. It was the handling of the requisition that was in MSTS, 
over across the bay. 

Mr. Fasceti. They normally would have approved it but in this 
case they did not approve any of them. 

Mr. Exits. No, and a fellow named Conley signed one, but not these 
people. Svendsen and Lovgren, who normally would have, did not. 

Mr. Fascexx. I am interested in this statement [reading ] : 

Both have indicated that such an action would have been against their better 
judgment. 

Is that based on the statement that you obtained from them? It 
sounds like a self-serving declaration. 

Mr. Exuis. I believe it was in the MSTS hearings, was it not? A 
sworn statement, but Monday morning quarterback possibly. But, 
there is no question that they said so some time afterward. 
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Mr. Fascetn. I mean your investigation discloses no tie-in between 
any of the civilians who would have normally approved requisitions 
and any of the people who were responsible. 

Mr. Exxis. No; we did notice that Mr. Conley who was off in a 
little different branch, was called on to sign one of them. But he, 
as I understand it, explained that was relatively a routine thing. 
| Continues reading: | 
it would be a rare thing 
it says— 
for Lieutenant Halstead to request anyone in the Materiel Section to approve 
a requisition; however, should the occasion arise the requisition would be 
perfunctorily stamped and signed. 

Mr. Fasceiu. Listen, take me back over the hurdles here for just 
a minute on this particular thing, on how supply was actually pro- 
cured in this case. 

Mr. Exxis. The normal procedures, routines, were not followed be- 
cause Halstead was the boss. 

Mr. Fascein. Yes, I follow that. However, where do these civilians 
come into the picture in relation to the actual supply procedure that 
was in effect at that time? That is what I do not understand. 

Mr. Exuis. I think our audit people can explain it more lucidly than 
ITean. How that is supposed to work, that is what you want to know, 
how they are supposed to operate ¢ 

Mr. Fasceiu. No, I just want to know where these civilians come in. 

Mr. Srapies. Mr. Svendsen, I understand, was the port steward 
at that time and requisitions for provisions—— 

Mr. Fascett. Would have gone to him originally. 

Mr. Srapies. Would have gone to him for screening, and he would 
have estimated the quantities and determined the propriety of the 
items that were requested and would have passed them on through. 

Mr. Fascetx. But, in this particular case, it bypassed him because 
it did not even come through that procedure. 

Mr. Sraptes. That is right. 

Mr. Fascetu. And there is nothing in this investigation that they 
knew, or should have known, what was going on. 

Mr. Stapies. Not as far as we can find out; that we know. In other 
words, they claimed that they never saw them and we had no way of 
knowing whether they ever did or not. 

Mr. Evxis. You understand, it is relatively unusual for this sort of 
thing to be brought up by the supply folks there at all. Normally, you 
get the requisition from the steward on the ship. This was gotten up 
as a rather special item and handled, obviously, in a rather unusual 
way. 

Mr. Fascetit. What position do these civilians have in relation to 
command of the supply division of MSTS? 

Mr. Sraptes. The port steward is the head of the steward section 
of the ship liaison branch. The liaison branch is that part of the sup- 
ply organization which handles all requisitions for provisions. Pro- 
visions are handled as a separate unit of ship supply from nonfood 
items. They are screened separately and there are separate ceilings 
and separate listings of allowable items for provisions. 
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Mr. Fascett. See, Halstead was the assistant director of the Sup- 
ply Division. 

Mr. Srapres. That is right. 

Mr. Fascetn. What authority of command would he have over 
these civilians, if any? That is what I am trying to get at. 

Mr. Srarvies. He was on the top bracket. 

Mr. Fasceti. Could he hire or fire them / 

Mr. Srapies. Yes, I guess he could. 

Mr. Exxis. I do not know, but he was their superior. I want to get 
a word in there because I am involved in this sort of a thing. I have a 
little division, too. In the Government you do not test power and con- 
trol by whether you have the power to hire and fire. That is one reason 
efliciency is not always easy. 

I do not have the power to fire and hire either in my little shop, 
Investigations. But, they are working for me and I am responsible 
for what they do. If they do a good job, I will be credited for it. If 
they do a bad job, I will get the “blame for it. But, I do not have the 
power to hire and fire. 

Mr. Fascentn. Do not misunderstand me, I am not using that as 
the only criteria. I just wanted to know what it was in this. 

Mr. Srapies. As far as that is concerned, at that time they had a 
setup which divided itself into several branches known as the Supply 
Division, the overall. Then they had what they called a Materiel 
Branch, which had the responsibility to screen requisitions and to 
handle requisition for everything except provisions, medical supplies 
and, I believe, exchange items. That is, items for resale. 

They had another branch which was known as the Ship Liaison 
Branch, whose duty it was to handle requisitions and to process every- 
thing having to do with provisions. Those were the two main branches 
and they had certain supporting services in there that supported the 
actions of those two main branches. 

Now Lieutenant Halstead was officially in charge of the Ship Liaison 
Branch and, at this time, he had been designated i in the absence of the 
Director of the Supply Division, as I understand it, as the Acting 
Director in Charge. But, under the organization, he was directly 
in charge of the Ship Liaison Branch. Now under the Ship Liaison 
Branch, there was a section known as the Steward Section, which wa 
in charge of the port steward. Now that section, you see, handles 
pretty much all the screening and requisitioning and processing of 
all ships’ requisitions for provisions. 

Mr. Houirretp. For food? 

Mr. Stapies. For food—beverage base was classified as a food. 

Mr. Howirietp. Now the irregularity came about as a result of 
Lieutenant Halstead not going through the Food Section on something 
that was evidently intended for food? 

Mr. Sraptes. That is right. 

Mr. Houtrrerp. Because he knew probably that he would have 
trouble getting it approved by the Chief Steward, and he goes to an- 
other department, the Nonfood Section, to obtain authority for the 


— of this item which should have been routed through the 
‘ood Section. 


Mr. Srapes. That is right, Mr. Chairman, but actually he did not,. 


as far as the prescribed regulations go, have to get authority for that. 
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He could have processed it without the approval of this Mr. Conley, 
as I understand it. 

Mr. Exxis. Amend it to say “concurrence” ins stead of “approved.” 

Mr. Houtrrep. Yes, “concurred.” In other words, he directed his 
subordinates to sign as a routine matter this requisition through his 
own department, Tather than allowing it to go through the proper 
department, the Food Department ‘ 

Mr. Srartes. That is apparently what happened. 

Mr. Fascexx. If this requisition normally would have gone through 
the Steward Section of the Ship Liaison Branch, of which Hals tead 
was the Chief, and he was also the Acting Director, it would not need 
anybody’s approval, would he? 

Mr. Srarues. Only the port steward. You see, the procedures 
prescribed, did not require the approval of a requisition for provisions 
by the officer in charge of the Ship Liaison Branch. Only the ap- 
proval of the port stew: ard- 

Mr. Fascein. It did not require his approval? 

Mr. Sraptes Did not require his approval. 

Mr. Fasceti. How about the Director of Supply Division? 

Mr. Sraries. Up to that time, it did not require his approval either. 

Mr. Fasceun. In other words, once they got the approval of the 
steward, it could go direct to MSTS ? 

Mr. Srapies. That is right. 

Mr. Lirscoms. Mr. Chairman? 

Mr. Hortriecp. Yes, Mr. Lipscomb. 

Mr. Lrescoms. You have been talking in your report on this par- 
ticular procedure. Has it been changed since that time / 


NAVY PROCEDURES MODIFIED 


Mr. Sraprirs. Well, it was changed in several respects, but I do 
not know that I can say it has really been changed in any great sub- 
stance. Immediately after we disclosed this in the course of our 
audit work, the Director of the Supply Division issued an instruction 
that all requisitions for unusual items or items of large amounts for 
provisions were to require his approval. That was later modified 
to include the requirements for his approval on all requisitions for 
provisions. As far as we know now, the requirements still stand 
so that all requisitions for provisions require the approval of the 
Director of Supply, the supply officer as he is now known, but, it 
also provides that in his absence, they may be approved by the Acting 
Director or acting supply officer, you see. Then, in his absence, down 
the line by any senior military officer. 

Mr. Lirscoms. Did MSTS accept a great portion of your audit 
recommendations and change of procedures? 

Mr. Srartes. Bearing in mind, still, that I was not there at that 
time and that this was pretty much of a finished deal when I came 
into the picture, my understanding is they did accept quite a few, 
or great majority, of our recommendations with respect to the opera- 
tion of the supply procedures at that time. 

Mr. Liescome. Has the General Accounting Office been back re- 


cently enough to determine whether things are in lots better shape 
now ¢ 
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Mr. Sraries. Yes, we have, Mr. Lipscomb. According to our re- 
port from our regional manager in Seattle, there has been a very 
distinct improvement and they feel now procedures are generally 
adequate for the normal course of operations. I do not believe that 
a repetition of what happened here could be prevented by any sort 
of procedures that they have, or could devise. 

Mr. Lirscoms. It depends upon the individual that is doing it. 

Mr. Srapies. That is right. When you vest authority in a man 
and that man deviates from that authority or from that responsi- 
bility I do not know that any kind of procedures along that line that 
you could devise would be effective. 

Mr. Lirscome. But these procedures have been corrected enough 
so that it will be harder for an individual to defraud the Government 
if he tried? 

Mr. Sraries. It would be difficult, yes. Because, one thing that this 
disclosure did promote, was a greater consciousness of the need for in- 
tercommunication between the various sections within the Supply Di- 
vision. One of the instructions issued, as I recall by the Supply Di- 
rector, and approved by the Commanding Officer, was that there 
should be great liaison between the various branches within the Sup- 
ply Division with respect to any unusual items that are to be procured 
or requisitioned, 

Mr. Lrescoms. You indicate that you have been back in there. 
Have you made another audit since the one 

Mr. Strartes. Yes, we have. We made an audit for the fiscal year 
1953. 

Mr. Lrescoms. Did you have to repeat any of your recommendations 
from the prior audits? 

Mr. Sraries. That I do not remember at this moment. 

Mr. Lirscomp. Maybe we had better broaden the request and have 
all of the audit reports made of this particular installation sent to the 
committee. 

Mr. Ho.irietp. You say, all, you mean the year 1952, 1953—how 
many have you made? 

Mr. Sraries. We made two, Mr. Chairman, one covering fiscal year 
1952 and another fiscal year 1953, both of which reports went out as 
regional office reports only to the local command. The results of those 
and, I think, the information in those, I am quite sure, that we re- 
ported to the local command, was transmitted by that Command to 
Headquarters MSTS. 

Mr. Ho.irietp. Then, you will supply copies of the two audits, 
please. 

Mr. Sraries. Very good, Mr. Chairman. 

Mr. Houtrietp. Mr. Fascell? 

Mr. Fascetzi. No questions. 

Mr. Hourrtevp.. Mr. Eckhart ? 

Mr. Eckuarr. No questions. 

Mr. Houtrievp. If you gentlemen will stand by, we will excuse 
you from the stand at this time, and ask the representatives of the 
Navy to come forward for their statements. 

Mr. Exuts. Mr. Chairman, three of my staff have at last convinced 
me that I did wrong. I did not amply emphasize to make clear that, 
this procurement is “not the normal routine of something originating 
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from the ships to the shore, that instead, this entirely originated 
there at the shore at the MSTS. I thought I told that but three of 
my members complained and said I did not say it right. Therefore, 
I wanted to make it clear that this was an unusual, out-of-the-normal 
routine. 

Mr. Houtrietp. That was what I was trying to bring out in my ques- 
tions about the irregularity of the procedure and not going through 
the port steward. Iam glad you made that additional statement. 

Mr. Starters. Normally, the great bulk of procurement originates 
from the ship steward and comes from the ships—— 

Mr. Houtrrecp. To the port steward and—— 

Mr. Sraries. The port steward then processes— 

Mr. Houirrevp. Looks them over and approves them, I suppose, and 
executes those requests. 

Mr. Srapces. That is right. Requisitions originating shoreside are 
relatively uncommon. When they do originate, though, they should 
pass through the port steward in the same way as though they had 
originated from a ship. However, the point I think of importance 
is that this was a highly unusual transaction and one that is not very 
common. 

Mr. Hortrretp. Is Admiral Dietrich present ? 

Admiral Drerrici. Good morning, sir. 

Mr. Honirieip. Will you come forward, sir, and bring such mem- 
bers of your staff as you wish to assist you ? 

Admiral Dierricu. May I introduce Captain Cappell and Lieu- 
tenant Boltwood of the Military Sea Transportation Service, sir. 

Mr. Houtrrecp. At this time, I would like you gentlemen to all be 
sworn in view of the pertinence of this case to litigation. 

Do you, and each of you, at this time, swear to solemnly tell the 
truth, in the eviden e you are about to five tot his committee, the whole 
truth, and nothing but the truth, so help you God ? 

(All witnesses answered in chorus “Yes, sir.”’) 


TESTIMONY OF REAR ADM. NEIL K. DIETRICH, MILITARY SEA 
TRANSPORTATION SERVICE, UNITED STATES NAVY; ACCOM- 
PANIED BY CAPT. D. R. CAPELL (SUPPLY CORPS), UNITED 
STATES NAVY; LT. COMDR. C. M. BOLTWOOD (SUPPLY CORPS), 
UNITED STATES NAVY; AND CAPT. JOHN S. FAHY, BUREAU OF 
PERSONNEL, UNITED STATES NAVY 


Admiral Drerricu. Mr. Chairman, I have a short prepared state- 
ment. With your permission, may I read it? 

Mr. Ho.trretp. You may proceed. 

Admiral Drerricu. My name is Neil K. Dietrich, rear admiral, 
United States Navy. I am the Deputy Comniander of the Military 
Sea Transportation Service. [am appearing before you in regard to 
requisitions for excessive quantities of beverage base which were sub- 
mitted in May and June 1952 by Lt. James E. Halstead (Supply 
Corps), United States Navy, while serving at the MSTS subarea 
command in Seattle, Wash. 

I should first like to explain briefly procurement procedures for 
MSTS Government-owned civil-service-manned ships, and the pre- 
scribed methods for obtaining necessary subsistence itemis. 
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Aboard Government-owned civil-service-manned MSTS ships, the 
chief steward, as a department head, is responsible for messing pas- 
sengers and crew members. One of his prescribed duties is to prepare 
and submit requisitions to replenish provisions, insuring that pro- 
visions requisitioned are sufficient in quantity and of ample variety 
to provide adequately varied and high-quality menus throughout the 
ship’s voyage. 

Within MSTS supply instructions are contained the provision items 
authorized for use aboard ship. Such items are the same as those 
authorized in the BuSandA Manual for use aboard USS ships—may 
I insert, Mr. Chairman, by USS we mean ship of the active United 
States Navy, commissioned ships of the United States Navy—but with 
one additional category, that of foods necessary for the subsiste nce of 
infant passengers. Beverage base, as such, is an authorized provision 
item. The item description is limited to those two words, beverage 
base; no type or brand is specified. Terminology and identification 
data to be used in requisitioning such an item should be taken from 
the Catalog of Navy Material. 

As stated before, one of the duties of the chief steward aboard ship 
is to prepare requisitions for provision items, as authorized and 
needed. These requisitions are normal, submitted for procurement 
action to the MSTS administrative command located at the ship’s 
home port. 

At the MSTS administrative commands, such as the subarea com- 
mand in Seattle, Wash., the supply officer and his assistant, the port 
steward, are responsible for the food service program on ships as- 
signed to the command. Applicable assigned duties include the 
editing and technical screening of ship’s requisitions for subsistence 
sup plies and the placement of orders for such supplies with the local 
Navy supply support activity, in this case the Naval Supply Depot, 
Seattle. The purpose of such screening is not to add new and/or 
supplementary items but to assure technical accur acy and that the 
items ordered will provide for a sufficient, well-balanc ‘ed stock. Pro- 
curement of provisions for any ship is based on what the chief steward 
orders. 


REQUISITIONS NOT BASED ON ORDERS 


K:vidence on hand indicates that the requisitions in question were 
not based on orders from the ships which ultimately received the 
requisitioned item, beverage base. The description of the requisi- 
tioned item was not based solely on pertinent data from the Catalog 
of Navy Material or limited to the term, “beverage base,” but gave 
specific indication that one specific brand, Quix was desired. It is 
not unusual to purchase a considerable quantity of beverage base for 
use aboard ship in the hot summer months, but in this case the quanti- 
ties requisitioned were excessive. 


RESPONSIBILITY FOR REQUISITIONS 


Responsibility for the above requisitions can be attributed to one 
individual, Lieutenant Halstead. As Acting Supply Director, he 
was in a responsible position and his sign: iture on the requisitions in 
question was honored. Each of the 26 Tequisitions was for 100 cases 
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of beverage base at a cost per requisition of about $7,000. A $7,000 
requisition is not in itself unusual insofar as the amount is con- 
cerned, in view of the fact that many ships requisition and receive 
over $150,000 worth of provisions in routine replenishments. 

Through redistribution of the product among various MSTS ad- 
ministrative commands, utilization has been stimulated and the small 
stock remaining should be eliminated within the next 3 or 4 months. 
The Government has suffered no known loss, through deterioration. 

The irregularities of this case are attributed to the actions of an 
individual rather than to a lack of proper regulations and procedures. 
The consideration of new and additional controls is part of the Navy’s 
regular program for improving and modernizing procedures but it 
is difficult, if not impossible, to devise a control that eliminates the 
possibility of human error or faulty judgment yet permits the needed 
operational facility and flexibility. In the final element, it is neces- 
sary to put trust in those occupying responsible positions, and it is 
regrettable that on occasion, those in such positions do not always 
measure up to their responsibilities. 


FORMAL INVESTIGATION BY MILITARY SEA TRANSPORTATION SERVICE 


Upon notification in early May 1953 by the General Accounting 
Office that an exe eptionally large quantity of beverage base had been 
procured by the MSTS NORPAC Command—MSTS NORPAC ‘ 
may I state, sir, means Military Sea Transportation Northern Pacific 
Command—the Commander Military Sea Transportation Service im- 
mediately directed a formal investigation, which was convened by the 
commander Military Sea Transportation Service, North Pacific Sub- 
area on May 19, 1953, to “inquire into the circumstances surrounding 
the purchase of excessive quantities of beverage mix during May and 
June 1952.” The board determined that James KE. Halstead, lieu- 
tenant (Supply Corps), United States Navy, while acting as sup yply 
officer at the MSTS North Pacific Subarea, was grossly negligent in 
the performance of his duties for requisitioning an excessive amount 
of beverage base. The board also determined that Commander Theo- 
dore C, Fauntz (Supply Corps), United States Navy, who was supply 
officer of the MSTS North Pacific Subarea and absent when the mate- 
rial was ordered, was negligent in his duties for not expeditiously ini- 
tiating an investigation of the excessive procurement and for not 
promptly promulgating shipboard instruc tions regarding the proper 
use of beverage base. On June 20, 1953, the comm: ander Milit: ary Sea 
Transportation Service directed that the board be reconvened to deter- 
mine if further negligence could be developed. As a result of the 
investigations, the commander Military Sea Transportation Service 
recommended that both officers be issued letters of reprimand. ‘The 
records of investigation, as accompanied by such recommendation, 
were then forwarded to the Judge Advocate General via the Chief 
of Naval Personnel. Commander Fauntz was retired from the Nav y 
June 30, 1953, and Lieutenant Halstead was retired March 1, 1953. 

That concludes my prepared statement, sir. 

Mr. Eckuarr. On page 2, Admiral, there is a statement there—— 

Mr. Houirietp. Admiral, we would like to say, before you are ques- 
tioned, that this investigation report in the regular line of duty with 
other reports, was referred to this subcommittee. 
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Our primary interest in this case, which happened some time ago, is 
not to harass the individuals that are involved in this case. It is pri- 
marily concerned with the methods of procurement, your rules and 
regulations which allowed this to happen, and also with the adequacy 
of your corrective treatment and punishment of the individuals negli- 
gent in their duties, thereafter, when once it was brought to your 
attention. 


Go ahead, Mr. Eckhart. 
BEVERAGE BASE—AN AUTHORIZED ITEM OF SUPPLY 


Mr. Ecxuarr. I just want to clear one thing up here, Admiral. On 
the top of page 2, you talk about the one additional ¢ ategory, that of 
foods necessary for the subsistence of infant passengers, that beverage 
base, as such, is an unauthorized provision item. So the implication 
is that this might be for infants, the way the statement was written. 

Admiral Dirrricu. No; I regret that there is any confusion. I 
have never seen a beverage base for infants. I do not believe it would 
be purchased from the Quix Co. 

Mr. Lirscoms. Just to clarify the whole statement, then, what does 
this statement mean; how should it read ¢ 

Mr. Hortrretp. There is no connection between the two sentences ? 

Admiral Drerricn. There is no connection between the infants and 
the beverage base. I do not quite 

Mr. Lipscoms. Well, is an unauthorized provision item of what? 

Admiral Drerricu. It is an unauthorized provision item specified 
by the Bureau of Supplies and Accounts as something that can be 
used if you have a need for it on board your ship, in which case you 
ask for “100 ases of beverage base,” because you think you need that 
much, or 10 cases as the case may be. Then, you send it to the proper 
procuring agency, who looks over the list of beverages bases that are 
available and buys one that meets the Navy standards and sends it 
to you. 

Mr. Lrescoms. Is the beverage base used aboard USS ships? 

Admiral Dterrtcn. I am quite certain that it is on board some 
ships, if it is considered desirable in the crews’ menu, particularly ships 
operating In warm weather where they wish to serve a crew something 
other than iced tea, for instance, or ice water—would serve some bever- 
age base as this sort at meals and it is very popular. 

Mr. Lirscomn. Well, you say that the MSTS items are the same as 
used aboard USS ships, but with one additional category. 

Admiral Drerricnu. Yes. 

Mr. Lirscoms. There is a parenthesis: beverage base as such is an 
authorized provision item. Now, it is an authorized provision item 
on both USS ships and MSTS? 

Admiral Drerricu. Correct, for the United States Navy. 

Mr. Liescoms. Authorized on both. 

Admiral Dierricu. Yes. Did I make myself clear? I am sure 
I do. 

Mr. Lrescoms. That is not what it says here, though. 

Mr. Hourrrevp. The important part of your following language 
there is that when beverage base is bought, it is bought on specifica- 
tions as set forth in your catalog of N Yavy material and not by proprie- 
tory brand name? 
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Admiral Drerricn. That is correct, sir. 
Mr. Houirreitp. And you have completely sustained the charge of 


this particular operation. 
Admiral Drerricu. Unreservedly. 


NAVY REGULATIONS VIOLATED 


Mr. Hottrrecp. There is no attempt to excuse it. You have sus- 
tained that charge. Now, is it possible that Lieutenant Halstead 
needed certain rules and regulations to keep him from originating this 
requirement for ships in his acting official capacity and also his failure 
to forward that requisition through the regular channels of requi- 
sitions which come from ships to the post steward? Is there now, or 
was there then, a regulation which he transgressed in pursuing the 
method which he pursued ? 

Admiral Drerricu. Yes, there were. 

Mr. Ho.trretp. There were regulations at that time, and he did 
transgress those regulations. Have there been additional regulations 
passed since then by the Navy, or has it been necessary to pass any 
additional regulations to prevent a recurrence of this incident ? 

Admiral Drerricn. Within the headquarters, within the MSTS 
Headquarters in Seattle, as a result of this incident, the commander 
there has issued local instructions within his headquarters which 
provide for, and are still in effect, minute checking to a greater extent 
than had been done before. 

Mr. Houtrtetp. Now, has that also been carried out in other ports? 

Admiral Dietricn. No, to the best of my knowledge it has not. It 
was done in that case. He was badly burned, you might say. He 
was responsible for his command. No matter who might be individ- 
ually derelict through character, negligence, or inattention below him, 
the commanding office of command is responsible for what happens 
within his command. 

Mr. Howtrretp. Now, have you gentlemen in higher positions of 
authority considered this of enough importance to issue the same 
type of protective regulations in other areas and, if not, why not? 

Admiral Drerricn. I can speak only, of course, Mr, Chairman, for 
MSTS, and not for the Navy Department as a whole. However, I 
feel that the present instructions which were not observed by Lieu- 
tenant Halstead were suilicient. They gave flexibility and authority 
to him without requiring minute supervision of everything that he 
did. He was, apparently, whatever may have been the moral issues 
in the case, sir, not able, for one reason or another, to measure up to 
the responsibilities that he had and, when authority was given to 
him by his acting position, he proceeded to commit unauthorized 
actions, unwise ones, ones that caused him to be considered as culpably 
negligent and grossly negligent in the performance of his duties. But 
his derelictions were his personal failure, and the general instructions 
that were in effect then throughout the Navy, I consider adequate. 

But if one individual is going to be dishonest he is going to be so 
until he gets caught. 

Mr. Horirterp. True. But, is there a regulation providing that 
food regulations shall not be directed through the nonfood section 
of your supply department? 
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Admiral Drerricu. No, sir, there is no regulation directing that 
they shall not be, because you just never think that they will be. 

Mr. Hoirtetp. They are directed to be put through the 

Admiral Drerricu. One office, we will say, handles anchors and 
turbines and would not be expected to receive any requisitions for 
baking powder or baking soda or beverage base. 

Mr. Hottrtenp. When he directed this through the nonfood section 
of procurement he was, in effect, breaking the regulation that it 
should go through the port steward ? 

Admiral Drerricn. There is not a regulation to that effect, sir. If 
I may, it is just a normal standard and logical operating procedure 
that if you are going to buy food for a ship, you call in the port 
steward. 

May I point out again, it has been said, the port steward is sub- 
ordinate of Lieutenant Halste: id, in this case. Before buying food 
for a ship, you would call in the man whose life work is supervising 
food for the ship and say to him, “I have in mind buying something. 
What do you think of it? What have your experiences ‘been? Did 
you ever do it before?” 

So, while there is not a regulation that that must be done, that is 
why the man is there and it is what you would normally expect to 
be done. And if the officer in charge does not avail himself of the 
experience and advice of his subordinates, he is not only unwise 
but he is probably negligent. 

Mr. Hotrrrenp., Now on page 4 you say that the Board of Inquiry 
also determines that Cmdr. Theodore C. Fauntz was negligent in 
his duties for not expeditiously initiating an investigation of this 
when he returned from an absence at the post and took up his regu- 
lar duties. Then, in your concluding sentence, you say Commander 
Fauntz was retired from the Navy and Lieutenant Halstead was 
retired on June 30, and March 1, 1953, respectively. Was that a 
voluntary retirement on their part, or was it in the nature of a direc- 
tion to them as a punishment for their negligence? 





NO DISCIPLINARY ACTION TAKEN BY NAVY 


Admiral Drerricu. As far as I know, it was entirely voluntary 
on the part of each and had no connection with any kind of disciplinary 
action in this case. 

In fact, this case, the action upon it, had not been completed yet 
in Washington at the time of these two retirements. 

Mr. Houirrevp. But it was known? 

Admiral Drerricu. It was known. The investigation was directed 
on May 12, 1953, and was convened on May 19, 1953, which was after 
the date that Lieutenant Halstead had retired, and it was—— 

Mr. Houtrrevp. Just prior to the- 

Admiral Drerricn. And just prior to the retirement of Commander 
Fauntz. So, the fact that there was an investigation, that was known 
on the occasion of Commander Fauntz. It had not been ordered at 
the time of the retirement of Lieutenant Halstead. 

Mr. Hottrretp. Is there any procedure on the part of the Navy to 
withhold the retirement from officers who are under investigation and 
withhold the type of discharge of officers when it is known that they 
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have been negligent in their duty, that their negligence is under 
inquiry ¢ 

Admiral Drerrtcu. Mr. Chairman, in order that you have abso- 
lutely correct information on that very important question, may I 
ask that it be referred to representative of the Bureau of Naval Per- 
sonnel, who is present? He may be able to answer it; or | know he can 
get the exact information for you. 

Mr. Houtrrevp. Will you come forward, sir, and identify yourself? 

Captain Fany. I am Capt. John S. F: ~~ I am head of the Office 
of Performance Branch in the Bureau of Naval Personnel. 

Mr. Howtrreip. Do you swear that the evidence you are about to 
give before this committee will be the truth, the whole truth, and 
nothing but the truth so help you God? 

Captain Fany. I do. 

In regard to the retirement of Lieutenant Halstead, he was ad- 
dressed a letter by the Chief of Naval Personnel in late 1952 calling 
his attention to the fact that he would complete 30 years’ service in 
February 1953, and that it was the intention of the Chief of Naval 
Personnel to recommend to the Secretary that his te mporary appoint- 
ment be terminated upon the completion of his 30 years’ service and 
that he be reverted to his permanent rank of chief commissary steward. 
It gave him the option of requesting retirement upon completion of 
30 years of service, which would result in his being retired as an 
officer. This he elected to do and he was retired on, I believe, March 
;: 1953, in the grade of lieutenant commander, he having been pro- 
moted in the meantime. 

Mr. Houirietp. Now, I am jus st a little bit at a loss to follow you. 
In 1952 was his negligent actions known to the Bureau of Naval 
Personnel ? 

Captain Fany. No, sir. His negligent actions did not become 
known to the Bureau of Naval Peersonnel until the spring of 1954. 

Mr. Houirieip. You are mistaken on that date, are you not? It was 
the spring of 1953 that the investigation was started. 

Captain Fauy. Yes; but the Bureau of Naval Personnel did not 
get the record until the spring of 1954. 

Mr. Hotirietp. You mean to say that there is no flag between dis- 
ciplinary action or investigation of an officer by the command to 
= +h he is attached and the Bureau of Personnel in a case like this? 

Captain Fany. If it would appear that he would be tried by general 
court-martial the Bureau is warned. The investigation did not start 
until after Halstead had been retired. 

Mr. Houirietp. Was that a routine notification in 1952, that he 
would be given 

Captain Fany. That was a routine notification taken in the usual 
course of business. 

Mr. Houirrecp. And he could have elected to remain in the service 
at a lower rank or he could have retired as commander at that time ? 

Captain Fany. As a lieutenant commander; yes, sir. Now, in 
regard to Commander Fauntz, he was retired on June 30, 1953, as a 
result of failure of selection and completion of 26 years’ service which 
is required by law. ‘ 

Mr. Houtrietp. He was retired in a routine manner then and not 
as a disciplinary action ? 

Captain Fauy. Yes, sir. 
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Mr. Houtrretp. Both of these men were retired with reprimands 
in their records; is that true? 

Captain Fany. No, sir; they were not reprimanded. 

Mr. Houtrreip. They were not reprimanded ¢ 

Captain Fany. No, sir. 

Mr. Hotirieip. What is the significance of a reprimand ? 

Captain Fany. A reprimand is a letter addressed to the officer 
setting forth where he has failed, what other derelictions he is accused 
of, and stating simply that he i is reprimanded. That becomes a per- 
manent part of his record. 

Mr. Hotirretp. Why were no such letters issued in the case of 
Commander Fauntz? 

Captain Fauy. Because both officers had been retired by the time 
this came to the attention of the Department. We made it a part of 
their record by making an entry in there that there was an investi- 
gation in the files of ‘the Department and, to do otherwise, would 
serve no useful purpose. 

Mr. Houtrrevp. Is it not true that if you had thought this particular 
negligence serious enough that you could have recalled them to duty 
and pursued a disciplinary course ? 

Captain Fany. Yes, sir; they could have been recalled to active 
duty and further dise iplined i in the nature of a general court-martial. 

Mr. Horii. Would that have required a court-martial if they 
had been recalled ¢ 

Captain Fany. Yes, sir. 

Mr. Horirtevp. In these particular cases, you did not think it war- 
ranted a court-martial ? 

Captain Fany. In view of the information that was then in the 
hands of the Department, it did not appear that a court-martial was 
necessary and none had been recommended. 

Mr. Howirietp. We have some evidence, I believe, that a court- 
martial was recommended by one of the services. 

Captain Fany. In connection with Moeller and the airplane deal, 
it was recommended—suggested that he be given a general court- 
martial, but that did not take place. 

Mr. Honirretp. Now here was a case, two cases, where a court- 
martial was not recommended although evidently very irregular 
circumstances seemed to point out that fraud entered into it: At least, 
there was evidence of bribery as to the loaning of automobiles and so 
forth. Then, in the case of Commander Moeller you had two counts 
against him; the pallet investigation which was clearly irregular and 
in excess of justification, and then the condoning and, in fact, the active 
encouragement of this particular beverage base, irregular transaction. 
In his case, you did have a recommendation for a court-martial and no 
such recommendation was taken. How do you explain that, sir? 

Captain Fany. I do not quite follow you, sir. Insofar as Moeller is 
concerned, he was a civilian, The Navy Department had no control 
over him after he was separated on January 1, 1953. 

Mr. Hoirretp. Was he drawing retirement pay?! 

Captain Fany. No, he got no pay from the Government. He is 
completely a civilian. 

Mrs. Grirrirus. Did you make a charge to the civilian Govern- 
ment? Did you go before a prosecutor and swear out a warrant? 

Captain Fany. In the case of Moeller? 
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Mrs. Grirrirus. Yes. 

Captain Fany. In the case of this beverage mix? 

Mrs. Grirrirus. Yes, sir. 

Captain Fany. It did not appear that he was implicated in the 
beverage mix. 

Mrs. Grirrirus. Or in the pallet. Was he in that! 

Captain Fanny. I did not know about the pallets until I read the 
General Accounting Office statement yesterd: ay. 

Mr. Houirmvp. But that was known to the Navy. 

Captain Fany. It was not known—— 

Mr. Houirretp. That investigation was known before he was sep- 
arated ? 

Captain Fany. Which investigation is that, sir? 

Mr. Houtrrecp. Of Commander Moeller on the airplane incident. 
That was a known matter and it had been investigated, had it not ¢ 

Captain Fany. Yes, sir; and he received a letter of reprimand for 
that. That matter was referred to the United States attorney in 
Seattle who declined prosecut ion. 

Mr. Houtrretp. By the Navy ? 

Captain Fary. It was referred by the Navy to the United States 
attorney; yes, sir. That is in regard to the airplane deal ¢ 

Mr. Hotrrrenp. Yes, sir. 

Captain Fany. Yes, sir. I do not know about the pallets. As far 
as the Navy Department is concerned, we did not hear about that until 
the General Accounting Office investigation brought forth that matter 
and, also, in regard to the automobile, that is not in the record of in- 
vestigation that COM MSTSNORPAC conducted into the 

Mr. Hourrreitp. This is additional information that was brought 
about by the GAO investigation later? 

Captain Fany. Yes, sir. 

Mr. Ecxuarrt. Is the Navy precluded from calling Lieutenant 
Halstead back to active duty now that you have the additional infor- 
mation for disciplinary action? 

Captain Fany. No, sir; he is subject to the code, to the Uniform 
Code of Military Justice. 

Mr. Ecxnarrt. Has any such action been considered or contemplated 
by the Bureau ? 

Captain Fany. No, sir; because the matter is now under investiga- 
tion by the FBI, I understand. 

Mr. Hortrretp. The investigation of Lieutenant Halstead by the 
Department of Justice comes about as a result of the GAO's recom- 
mendation rather than the Navy, is that not true? 

Captain Fany. That is right. 

Mr. Ecxuart. Just assuming on the basis of further investigation 
by the Federal Bureau of Investigation, and assuming further, con 
viction by the Department of Justice, what steps would then be taken 
by bo Navy with respect to Lieutenant Halstead ? 

Captain Fany. It all depends on what is developed. TI could not 
predict what would take place. There are numerous courses of action 
that could be taken. For example, he could be dropped from the rolls 
if he is sentenced to Federal or State penitentiary or a correctional 
institution. 

Mr. Ecxnart. By being dropped from the rolls, he would not be 
entitled to receive any retirement benefits ? 
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Captain Fany. He would be completely severed from the Navy. 

Mr. Hortrmip. Any further questions? 

Mr. Ellis “ called attention to the Chair that there was a law 
passed last year, so-called Hiss law, which would affect him. 

Captain ine. Yes; that would also affect him. That is another 
effect. If he is convicted under one of the offenses enumerated in 
the Hiss Act then he would not be separated from the Navy by reason 
of that fact, but his pay would be stopped, his retirement would be 
stopped. Is that correct? 

Mr. Ex.is. I believe in a moment of conviction, I suppose—— 

Mr. Howirrerp. Any questions, Mr. Lipscomb? 

Mr. Lirscomn. No. 

Mr. Fasceiy. I just wanted to inquire of Admiral Dietrich when we 
get back tohim. Right now? 


Mr. Houtrrerp. Yes. 


PROCEDURE FOR SUBORDINATE ASSUMING AUTHORITY 


Mr. Fasceit. Admiral, several things seem apparent to me in going 
over this case. One is the forced issue idea as against a normal re- 
quisition ? 

Admiral Drerricu. That is correct. 

Mr. Fascetn. The other is a requisition of a specific brand, contrary 
to regulation; the other is a large amount of the requisitioning of this 
particular item. The other, which we have not touc ted on yet, is those 

cases where you would have a merger of authority as happened in this 
case because the Director was gone and the man ‘below him was made 
the Acting Director, which put him in a position to do what he did. 
Now, of course, I can understand the local commander screening every- 
thing from now on. I just wondered whether your command has con- 
sidered merging of authority in cases of this kind ? 

Admiral Drerricn. If I am correct, sir, 1 understand you to mean 
this, if I may use the analogy of a ship, which comes rather natural to 
an admiral, you understand on board a ship you have a captain and 
executive oflicers and various heads of department. The captain leaves 
a ship with proper authority in port. The executive leaves the ship 
with proper authority and, the senior officer left on board ship is con- 
ceivably the chief engineer, who is a line officer and authorized to 
exercise command of float. So, the chief engineer becomes the com- 
manding officer, acting. While he is commanding officer, acting as 
such, by his seniority, he then has authority over the navigator and 
over the first lieutenant, and over the gunnery officer and communi- 

‘ations officer, and over everything within the ship. He could give 
orders to him and should in knowlec lge—he has the full responsibility 
for the time he is acting. He has full responsibility within certain 
limitations for authority of the commanding officer. 

I understand then you mean in this case, 1n the absence of the regu- 
larly assigned director of the supply division, Lieutenant Halstead, by 
his seniority, succeeded to direction of the entire supply division, and 
therefore had authority over people who were not ordinarily under his 
ar If that was the situation, if that is what you mean, sir, and 

I do not know of any way to eliminate that, in such a situation the 
officer who succeeds to temporary command of an officer or of a ship, 
is expected, we hope, to use commonsense and discretion and tact and 
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courtesy in his relations not ordinarily under his control. He should 
be very careful not to make decisions in their departments, in their 
particular departments without conference with him and being guided 
by their comments to the limit of his responsibility. 

Mr. Fascetxi. Of course, what I had in mind, Admiral, was not the 
fact that he assumed authority over people who were not otherwise 
within his jurisdiction. What I had in mind was that he was the 
chief of the ship laison branch and all of the stuff for food items 
would have come right through his office. He then became acting 
director, so it went right on through him again and passed on out. 
I am just wondering if perhaps the chief of the materiel branch might 
not be in the same position on occasion. 

Admiral Drerricn. It could be if the chief of the materiel branch 
succeeded to be acting director, he, in his case, as acting director, 
would pass upon his decisions as chief of materiels. 

Mr. Fasceti. The point I have then is, Would the commander, or 
whoever has the etthuity- -who appoints the acting director, let’s 
get it that way? 

Admiral Dierricn. He assumes such duties by virtue of his seniority 
within that—— 

Mr. Fasceti. There are no orders cut on that at all? 

Admiral Dierricu. Just within Navy regul: peice and organization 
that the next senior succeed in command and authori ity of any office, 
ship or duty, whatever it might be. 

Mr. Horirietp, In the absence—— 

Admiral Drerricn. In the absence of the regularly assigned senior. 

Mr. Fasceti. Well, in this case, Halstead assumed the duty as 
acting director because of the seniority in the normal course of 
operation. 

Admiral Drerricn. Yes; that part of what he did was entirely legal. 
In fact, he had no discretion. When his senior departed on duty, 
which senior had departed on official duty, he had no discretion. It 
was his duty to assume such. 

Mr. Fascetn. One other point, now. John E. Conley, who is a 
civilian in the materiel section, appears on one of these requisitions. 
I do not know what the thinking was behind Halstead getting over 
there and getting somebody’s approval on it, but I can assume it was 
to give it an air of authenticity with respect to the approval, and 
Conley said that it is a rare thing to come through his section, but he 
would, if requested by the acting director, just go ahead and stamp it. 
Is Conley still working out there? 

Admiral Drerricu. I am informed that Captain Capell has received 
information that Mr. Conley has passed on. 


FORCED ISSUE OF PROPRIETORY ITEM 


Mr. Fasceti. Well, now, the next question is the flaws that are 
apparent in this case. Where would they normally be caught if they 
are going to be caught? The idea of a forced issue of a specific br: a 
item—the approval of a food item by a man who is in the materiel 
section. Does naval supply depot exercise any jurisdiction with 
respect to looking these requisitions over ? 

Admiral Drerricu. No demarcation between MSTS and naval sup- 
ply depot is very definite. Naval supply depot is not under control 
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or command of MSTS and vice versa. Within MSTS organiza- 
tion in Seattle, this first came to the attention of those above Hal- 
stead when (¢ ‘ommander Fauntz returned to his regular duties. He 
states in the Navy investigation that when he returned he remembered 
that Halstead had said something to him about approving beverage 
base in Fauntz’s absence. Fauntz stated and the testimony was under 
cath, that that was all that Halstead said to him and he paid no 
particular attention to it. That was such a thing, that had it been 
proper in amount, et cetera, it would have been normal. Halstead 
was relieved of his duties on the 30th of June 1952 and went to other 
duties. He was retired a year later. 

His release, the officer that took his place, shortly after he took over 
the duties of Halstead, in the course of his proper inspections of 
stocks and warehouses and reports and making contact with the stew- 
ards of the ships, his relief became aware of the fact that there was a 
very large stock of this beverage base in existence, some still in the 
wareliouses, and some had been returned from the ships by a steward 
who did not like it. In that case, may I state, that I think the com- 
mittee should be informed, that there is no, as far as we know, uni- 
versal dislike of this beverage base; some like chocolate, some like 
vanilla; some people like this beverage base and some do not. In 
some shifts, we have had no trouble using it up whatsoever and stew- 
ards ask for more; and other stewards say, “our passengers say they 
do not like it.” So, that is a matter of taste. 

So, the relief for Halstead became aware of a large stock of this 
early in July of 1952. He went to Commander Fauntz and reported 
that he had a large stock of it, and much more than he could ever use. 
About the same time, in July, the comptroller of MSTS received bills 
for payment. I think this point has been mentioned earlier. I re- 
peated in the sequence of events. The comptroller of MSTS head- 
quarters received these bills. He thought these bills were spending 
too much of his money. We are all for the comptroller, and we have 
avery effective organization, sir, and we are proud of it—was spending 
too much of his money, that he had allowed for provisions for the 
year and too much was being spent for one item. The comptroller 
went to the Commander of the organization, which in this 

Mr. Fascetzi. This was in July of 1952 ?% 

Admiral Drerricu. This was a couple months after this requisi- 
tioning took place. 

Mr. Fascety. Right. 

Admiral Duerricu. And in the meantime, Lieutenant Halstead had 
departed for other duties. In July 1952 the comptroller went to the 
commander of MSTS office there saying [reading] : 





here is a tremendous amount of our money being spent for this. It seems to me 
out of line. I think, as comptroller of money, that we do not need that much and 
you are to be informed of it. 


The commander also took a dim view of this purchase and he sent 
for the supply officer, who then had returned, Commander Fauntz. 
Commander Fauntz defended the purchase because he said it had been 
purchased by Lieutenant Halstead and he thought it could be used 
up. But they had 2 differences of view there, and the commander 
directed that the Ps _yment for the second requisition—you will recall 
that there were 2 large groups of requisitions which had been men- 
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tioned. The payment for the second group of requisitions was held 
up. That was $91,260, sir. That was held up by order of the com- 
mander, pending investigation of this purchase. 

Well, the office of investigation, as distinct from a formal judicial 
military investigation, the office investigation—— 

Mr. Fascety. Internal ¢ 

Admiral Drerricn. Internal investigation indicated that this type 
of product, beverage base, not as baby food—beverage base as beverage 
base was on the approved list ; that there had been a requisition; there 
had been a purchase order and it could be used on board ship. So the 
commander then notified his next senior in San Francisco of this 
matter and made an effort to return the second group, the second 
requisition—made an effort to return that to the suppher. The sup 
plier declined to take it back; that it had been supplied by him in good 
faith and met required specifications and he saw no reason why he 
should return it and he declined to take it back again. 

After further consideration and conference with the legal mem- 
bers of the staff, payment in Seattle was approved for the second lot. 
That took place—— 

Mr. Fasceii. Now, up to this point, all of this negotiation in the 
chain of command, I am assuming that the only question that arises 
is an error in judgment in ordering too much beverage base. 

Admiral Dierricn. Yes, sir; that is correct. Now there had been, 
may I say, at that time, that was the only question that was presented 
to the commander of the organization in Seattle, that Acting Director 
Halstead had bought too much base. That was all that he knew, 
apparently. 

We now know the other things that you have heard here this morn- 
ing, but it was an error in judgment at that time. It was a failure on 
Halstead’s part to ask advice from his juniors. It was a failure on 
his part to get more information and to process a requisition in the 


regular way. 
Mr. Fascetzt. I am curious. Do you want to inquire? 


PURCHASE OF NONSTANDARD ITEMS 


Mr. Lirscoms. Yes. Admiral, you also have found out that the 
commander purchased many other nonstandard items, provisions, too, 
didn’t you, and not under the ordinary routine? 

Admiral Drerricu. I am sorry; I have not heard that introduced. 
Our investigation does not show that. He could, any supply officer 
can, has the authority, to order the purchase of an item which may 
not be on the standard list or he may order an item by specific pro- 
prietary name. But when he does so he has to accompany this requisi- 
tion with a letter stating why he needs that particular item. Halstead 
failed to do that in his requisitions. 

Mr. Lipescoms. This report in our folder here is signed by Captain 
Fahy, Officer Performance Branch, which says [reading] : 
that from time to time nonstandard items of provisions were issued to NORPAC 
ships and in such cases the requisitions were made out and signed by Lieutenant 
Halstead instead of being made out in the normal routine manner. 


Captain Fany. That is part of the findings of the board of investi- 
gations. 
6544755 —-4 
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Admiral Drerricu. Yes, from time to time he had authorized a cer- 
tain nonstandard item but he could do so, providing he justifies each 
one at the time he puts in the requisition. 

Mr. Lipscome. Could he also do so and not handle them through 
the normal routine manner? 

Admiral Drerricn. If there were circumstances of the type obtained 
in the case of the beverage base, he could have conceivably. 

Mr. Lipscoms. Well, I mean now you consider these as a routine 
thing that happens, but yet, you do not feel that the beverage case is 
a routine thing that happened ? 

Admiral Drerricn. No, definitely not. In this case he made out the 
requisition himself and signed it himself without request from forces 
afloat or without reference tothem. He took it over, we are informed, 
to the depot that was going to do the purchasing. There was no 
senior there through whom he had to go at that time. Therefore, it 
was not routine. 

Mr. Lirscomp, Is it possible for them still to purchase nonstandard 
items without going through the routine procedures. 

Admiral Drerricu. Only under such exceptional circumstances that 
might obtain in this. If he is going to disobey the orders he might 
find some way to do it. 

Mr. Fascet.. I think what he is getting at, is the Chief of Ship 
Liaison Branch issue a requisition without- 

Admiral Dizrricn. Not unless the same peculiar situation happened 
to obtain here again where he was also the supply officer acting, and 
could process it through that way. 

Mr. Fasceiu. In other words, under the present setup, the Director 
of the Supply Division would be looking for the approval of the 
steward. 

Admiral Drerricn. For the concurrence of the steward, more. 

Mr. Fasceii. Concurrence of the port steward. And, if he did not 
sign that, he would send it back ? 

Admiral Dterricu. He would send it back or he would call. If this 
nonstandard item appeared suspicious he would call in Halstead. 

Mr. Lirscoms. Now ? 

Admiral Drerricnu. Yes; and he would have then, had he been there. 
He so states in his testimony. Commander Fauntz states that had he 
been there he would have called in Halstead to ask him first about the 
amount and, secondly, about the fact that he, Halstead, was requesting 
a specific proprietary item. 

Mr. Lirscoms. Evidently, they were not doing it in a number of 
cases. We are getting to just one beverage case. According to this 

statement here, it happened from time to time on other nonstandard 
items. So evidently they did not have a procedure of this checking 
at that time. 

Admiral Drerricn. I do not believe the investigation shows that the 
other nonstandard items were procured in the same irregular way. 
At any time, he could request a nonstandard item. 

Mr. Lipscoms. It says they procured these nonstandard items, 
instead of being handled in the normal routine manner. I assume by 
normal routine manner as going through all the procedures. 

Admiral Drerricu. That is what he should do. 

Mr. Lipscoms. Well, evidently, he was doing this from time to time. 
We do not know how many times he did it and still got away with it; 
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did this from time-to-time situation happen every time that Com- 
mander Fauntz was away from his base ? 

Admiral Drerricu. It could have happened every time that Com- 
mander Fauntz was away. 

Mr. Lirscoms. Wouldn’t your investigation go into a matter such 
as this, instead of just making a blank statement in a report? Doesn’t 
your investigation staff go deeply into these things? 

Admiral Drerricu. I think we handled those adequately, I believe. 

Captain Fany. Let me talk about investigations for a minute, sir. 
This was normal investigation where they had a three-man board. 

And it is not the kind of. investigation, like ONI makes, where they 
go in and dig out the dirt. This is an administrative investigation 
and handled in accordance with a manual for court-martial rather 
than the ONI type of investigation. And, this type of investigation 
enables a man to have a counsel and rights of a witness, and so forth. 

Mr. Larscoms. In the type that resulted in this report 

Captain Fany. Yes, sir. 

Mr. Houtrtevp. Could I clarify, would you yield ? 

Mr. Lipscoms. Yes. 

Mr. Houirretp. Could you clarify one point? The etanes mae nt there 
that from time to time he bought nonstandard items rather than going 
through the normal procedure. Does that of itself mean th at he was 
doing something wrong? 

Admiral Dierricn. That is correct. 

Mr. Howirievp. Because your regulations do provide that you can, 
under such emergency conditions, on a local basis, buy nonstandard 
items in limited quantity without going through the normal bid pro- 
cedure and all that sort of thing ? 

Admiral Dierricn. That is right. 

Mr. Hourrrerp. Is that the significance of the language or not ? 

Admiral Drerricu. That is my understanding. 

Captain Fauy. That is my understand of it. 

Admiral Drerricu. That is what I believe was meant. 

Mr. Lirscoms. What do you consider “normal routine procedures” ? 

Admiral Drerricu. If it is food in the case of ships of this sort, 
the ship comes into port and the ship steward gives the port stew ard 
a list of food he thinks he will need for the next scheduled voyage. 
The port steward looks over that list to see what is in stock at the 
moment that can be replenished from warehouses right on the spot. 
He checks what he thinks will be needed for a 10-day or 30-day voy- 
age. He talks to the ship’s steward at the steward’s level and then the 
steward indicates his concurrence or nonconcurrence with the items 
of this requisition, and he would then pass it to the head of the branch, 
who is Lieutenant Halstead in this case. Lieutenant Halstead would 
have authority to sign for the head of the office, Commander Fauntz, 
and pass a requisition on over to the supply depot or, he could, if it 
is something unusual—it is supposed to be his judgment, and if a 
quantity is unusual if a specific item is required, he could and should 
send it into the supplies officer, Commander Fauntz, for a decision. 
On some items, undoubtedly, for convenience to save time, where there 
is no question of policy, the port steward himself would approve 
certain items in reasonable quantities and pass it right over to the 
supply depot to buy those items. I think that was found. 

Mr. Staptes. That was the usual procedure, Admiral. 
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Mr. Lirscoms. Well, in this same report you mentioned the beverage, 
the excessive beverage procurement. The report says that the requisi- 
tions were not submitted in accordance with the normal routine within 
the Supply Department. Then it continues to give this other state- 
ment about from time to time purchases on nonstandard items were 
not being handled in the regular normal routine manner and, therefore, 
you put ‘the bever: age case along with these other nonstandard items, 
Then, I was wondering how serious Lieutenant Halstead’s action 
were; I mean, how broad were his actions. And if the beverage case 
is a case for investigation, why aren’t all these other cases a case for 
investigation, and perhaps more serious? Therefore, it seems to me 
that in this case the Navy should put an investigation on it and really 
go into it along with the pallets and airplanes and other things that 
you knew of or ‘have heard of since 1953. 

Admiral Drerricrr. To answer that, Mr. Chairman, obviously I 
would have to get the complete list and history of every one of the 
nonstandard items that he did procure and what the circumstances 
were. I do not have that information. 

Mrs. Grirriris, Don’t you think it would be worthwhile? 

Admiral Drerricn. As it is presented here, I would be very happy 
to do that, of course. 

Mrs. Grirritus. I would like to ask a question, Mr. Chairman. 
Would you yield? 

Mr. Lirscoms. Yes, ma’am. 


USE OF THE BEVERAGE BASE 


Mrs. Grirrirus. I would like to know how much of this was used 
before the GAO made their report in 1953, and if its use was 
accelerated afterward ? 

Admiral Drerricn. I have some figures here which will contribute 
to answer that question. When first placed on board the ship, its use 
was not universally popular. There was no question of that and some 
was returned. Action was taken beginning toward the end of 1952 to 
circulate this product where it could be used. The Commander in 
San Francisco was asked to use some on the ships at San Francisco. 
He took some and has used a great deal of it. 

Mrs. Grirrirus. But, do the passengers have a choice of that or 
something else, or did they just put that on? 

Admiral Drerricu. The actual shipboard procedure, I am sorry, 
I do not know. The GAO notification to Washington to the head- 
quarters of MSTS in Washington came in May of 1953, which was the 
first the headquarters in Washington knew of this action. At the 
time the formal investigation was ordered, and also as a need to expend 
this product, which was acceptable where it suited the personal taste, 
we then directed some in Atlantic to various area commanders, some in 
the Pacific, “Take this product and see if it can be used successfully 
on board ship.” And. it has been used to the point now where it has 
been stated there are 182 cases left out of the original requisitions for 
2.600. However, it has taken 3 years to do it rather than 2 months. 

Mr. Horrrtecp. It has not been a very popular drink, apparently. 

Admiral Drerricn. In some places it is liked and in some places it is 
not,sir. I would not like to go into its popularity. 
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Mr. Lirscoms. Some of the Towne Pride drink was bad, it dete- 
riorated ¢ 

Admiral Dierricu. It deteriorated, and also some of the other— 
the product that deteriorated, some of it was replaced in kind and has 
been used in accordance with the contract. For the other, the Govern- 
ment was reimbursed in cash. It did not deteriorate through failing 
to meet the standard at the time. ‘The maker said that a certain per- 
centage of deterioration can happen with that type of product, you 
will get some deterioration. Therefore, they agreed in the contract 
to replace whatever might deteriorate, and they carried out their con- 
tract. 

Mrs. Grirrirus. I would like to ask you, are you paid for this?’ Do 
the passengers pay for this? 

Admiral Direrricn. No, this is part of the issue on board ships car- 
rying troops and dependents as part of the food ration. 

Mrs. Grirrirus. Is the bottle marked with the brand name? 

Admiral Drerricn. In these cases, yes, beeause—— 

Mrs? Grirrirus. And are the bottles returned to port ? 

Admiral Drerricn. These are not bottles—they are plastic bottles, 
and I am informed the plastic bottle is expended, after it has been used. 

Mrs. Grirrirn. As a matter of fact, you do not know whether it is 
thrown overboard full or empty ? 

Admiral Drerricn. What actually happens to it, Ido not know. If 
the ship is at sea, I am inclined that they probably would be thrown 
overboard. But, it is only a guess. 

Mrs. Grirrirus. Now, you sent it out on these ships, you asked these 
men to take it on to the ships? 

Admiral Drerricn. Yes. 

Mrs. Grirrirus. After the investigation started, is that right ? 

Admiral Drerricn. Correct. 

The ships had not asked for this item at all. But one of the first 
irregular features that counsel has pointed out here. The ships did 
not ask for it. The port stewards did not ask for it. Lieutenant 
Halstead wrote out the requisition and inserted specifically the name 
QUIX. 

Mrs. Grirrirus. I would like to ask you, what does this Contract 
Review Board do? 

Admiral Drerricn. This falls under the naval supply depot, which 
isnot MSTS 

May L ask one of the supply company officers present to answer that 
for you? 

Mr. Honirreitp. We will have Admiral Parks on as the next witness 
after lunch, and we can go into that part of it with him. 

Mr. Fascetu. Mr. Chairman, before we leave the admiral, I have 
some questions I would like to ask. 

Getting back to this internal control and discovery of this incident, 
Admiral, we find that within 2 months after the requisition that Hal- 
stead’s replacement is questioning the excessive stock. We find the 
Comptroller complaining about the expenditure of money. And, it 
comes to his attention it goes on up through the director of the supply 
division who is Fauntz. Then, there is a lot of discussion back and 
forth between him and his superior and what-not. 
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At this point, all anybody is questioning is the excessive amount, 
and they decide, “Well, it can be used up, so we will go ahead and 
use it up.” 

Then, you testified that toward the end of 1952 action was taken to 
start moving this stuff on out into channels so that it could be taken 
out of stock; and that no wrongdoing, as such, came to the attention 
of MSTS, until the GAO report in May of 1953, at which time the 
commander of MSTS convenes a board. 

Admiral Drerricu. He ordered a board to be convened out 
there 

Mr. Fascetnt. O. K., convened a board out there, ordered one to be 
convened, which is purely an administrative function, and brings the 
officers in and says, “What happened ?” 

And they went into this w hal thing in detail. Is that correct? 

Admiral Drerricu. May I¢ This formal investigation is one that 
requires testimony to be given under oath. 

Parties may be designated and represented by counsel. It is more 
than just an office conference, it is . 

Mr. Fascetu. I understand, but the board, as such, does not hire 
special investigators to go out and build a case? 

Admiral Dierricn. That is correct. 

Mr. Fascety. It brings the officers in and puts them under oath and 
says, “What happened ?” 

Admiral Drerricn. Yes, sir. 

Mr. Fasceii. This board determined that Commander Fauntz was 
negligent in his duties for not expeditiously initiating an investiga- 
ton of excessive procurement. Now, let’s stop right there, and I do 
not want to second-guess any board of inquiry. But, this was in 
1953, and the question of excessive procurement had been discussed 
with everybody up and down the line. Now, I am curious to know 
why Fauntz, as the director of the supply division, would be pinned 
with the responsibility of initiating an investigaton of excessive de- 
mands when the whole thing was under discusson ? 

Is there a finding of fact made by this board which pins a responsi- 
bility on him for a specific act or omission 2 

Admiral Drerricn. Such an investigation submits findings of opin- 
ions and findings of facts. 

Mr. Fasceti. With a recommendation ? 

Admiral Drerricn. With recomendation. 

Mr. Fascetn. And who has to approve the recommendation, or who 
did approve the recommendation in this case ? 

Admiral Drerricu. In cases of this sort, it passes first through the 
immediate Seattle commander to the San Francisco commander to 
the commander of MSTS in Washington. 

Mr. Fascrtu. I assume that everybody approved of the actions of 
the board of inquiry all the way on up; there was no dissent anywhere ? 

Admiral Drerricr. There was dissent. One of the authorities be- 
fore it reached Washington—— 

Mr. Fascety. At what point was the dissent made in the chain of 
command ? 

Admiral Drerrtcn. The immediate commander in Seattle was of 
the opinion that Lieutenant Halstead had committed an error of judg- 
ment, but there was no testimony to indicate that he had done anything 
that was criminal. 
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Mr. Fascetu. I know, but did the Seattle commander dissent to the 
fact that Fauntz had been found guilty for not expeditiously initiat- 
ing an investigation of the excessive procurement ! 

Admiral Drerricu. No; he did not dissent to that. 

Mr. Fasce.t. In other words, he agreed to that, that he should be 
found guilty of that charge? 

Admiral Drerricn. Yes; if you consider that a charge. 

Captain Fauy. Perhaps I can clarify your thinking. Fauntz was, 
after all, in charge of the office. He was the boss, and he was respon- 
sible for everything that happened underneath him. 

Mr. Fascetxi. I know. 

Captain Fany. That is why they, I think, made that charge. 

Mr. Fascetit. Why didn’t they say that, though. That is the point, 
they had charged him for not initiating an investigation of the ex- 
cessive procurement, as if that in itself, per se, is bad or in violation or 
caused some detriment to the Government. Was it the question of 
price? Did the unit price come into that investigation anywhere? 

If it did not, then I just wonder about the propriety of attacking 
the supply division director with the responsibility at that time with 
the fact that he had, and also with the knowledge that it was taken 
up with the immediate superior was—who was the man who did not 
dissent from his conviction. That is No. 1. 

No. 2, he is also found guilty of not properly promulg rating ship- 
board instructions regarding the proper use of beverage base, and, yet, 
your testimony is that in 1952 they started to force this stuff out. No 
action was taken until 1953, and in 1953 the director is found guilty of 
not forcing this stuff out into the ships, and it goes into his record. 
Now, did the Seattle commander dissent from that conviction ? 

Admiral Drerricn. From that opinion; no, sir. 

Mr. Fasceiti. From that opinion; excuse me. 

Admiral Drerricu. He did not dissent from that. If I can make 
one thing clear, sir. You have mentioned that certain things hap- 
pened in 1953. That is correct. This board was convened in 1953. 
But, the board, in its opinion, went back to what these officers should 
have done in 1952. I think that was the view that the board was tak- 
ing in finding Commander Fauntz did not do something. 

Mr. Fasceti. Yes; I understand that. But, Admiral, the point I 
make is this, that command knew in 1952 that procurement was ex 
cessive. So, how can you then make an opinion that the director was 
negligent in 1953 for something that he did not do in 1952 when it 
was already known? 

Admiral Drerricn. That is the point I wanted to make clear. He 
was not considered negligent in 1953. In 1953 he was considered neg- 
ligent for what he did not do in 1952 

Mr. Fascetn. I understand that. But, Command knew in 1952 
above Fauntz that there was an excessive procurement. 

Admiral Drerricn. That is right. 

Mr. Fasceit,. Well now, a board could have convened right then if 
the question was solely excessive procurement. 

Admiral Drerricn. I think the Seattle Command was of the opin 
ion that the exc ar procurement resulted purely from poor judg- 
ment. In fact, I am sure of that, sir, because the Seattle Command 
dissented from any censor of Halstead for other than poor judgment. 
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Mr. Fasceity. That is what makes me feel worse about this man, 
Admiral, because here is an officer of the United States Navy who has 
spent 30 years in the service and winds up with a letter of reprimand 
= his retirement, as I understand. 

Captain Fany. He did not get a letter of reprimand. 

Mrs. Grirrirus. It never went through? It was recommended, but 
never issued ? 

Captain Farry. That is right. 

Mr. Fascety. I take it all back. I am sorry, let’s go to lunch. 

Mrs. Grirrirus. In view of the fact that his record was filled with 
incompetence, why didn’t he get some letters or something long before- 
hand? I believe it was stated that as to Commander Fauntz, the 
= ord steeped with evidence of his incompetency. 

Captain Fany. That is the remark, if you will read further back, 
contained in the endorsement of the MSTS North Pacific Area com- 
mander. That is the way he felt about it, and he felt he should get 
a letter of reprimand. 

Mrs. Grirrirus. There is one person on this board who believes that 
= should have been a reprimand ? 

Captain Fany. That is the convening authority action. 

a GrieeirHs. Because he had been incompetent ? 

Captain Fany. Yes. 

Mr. Horirrevp. All right, we will reconvene at 2 o’clock, gentle- 
men. 

At this time the committee will stand adjourned for lunch. 

(Whereupon, at 12:40 p. m., the subcommittee recessed, to recon- 
vene at 2 p.m. of the same d: ay.) 


AFTERNOON SESSION 


Mr. Houtrtery. The subcommittee will be in order. 

Admiral Dietrich, there was one question that I thought we should 
clear up if it hasn’t been cleared, and that is the authority under which 
Lieutenant Halstead was able to requisition this $177,000 worth of 
beverage base without conferring with any other personnel in MSTS. 
Now I believe that that came about as a result of him being the acting 
officer in charge of that service at that time, did it not? 


FURTHER TESTIMONY OF REAR ADM. NEIL K. DIETRICH, MILI- 
TARY SEA TRANSPORTATION SERVICE, UNITED STATES NAVY; 
ACCOMPANIED BY CAPT. D. R. CAPELL (SUPPLY CORPS), UNITED 
STATES NAVY; AND CAPT. JOHN S. FAHY, BUREAU OF PERSON- 
NEL, UNITED STATES NAVY 


Admiral Dretricn. That is not entirely correct, Mr. Chairman. 
May I explain that? 

Mr. Houtrrentp. Yes. 

Admiral Drerricn. The fact that he was the acting director oper- 
ated to eliminate from any check on him by anyone above. But Mad 


the director been there, Lieutenant Halstead still had authority to 
sign requisitions, authority which had been delegated to him by the 
director. 

But had the director been there according to the director’s testi- 
mony before the Navy board of investigation, and in accordance with 
instructions that he said he gave in his department, had the director 
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been there, this unusual item both by nature and by size would have 
been referred to the director. 

But it would have been possible, even with the director present, it 
would have been possible for Lieutenant Halstead, if he desired to take 
the chance, to take such action, to sign a requisition and send it over 
without taking the proper steps of notifying his senior, getting his 
senior’s advice and permission in this unusual case. 

So his action, the authority for his action, did not proceed en- 
tirely from the fact that he was acting. He could have taken this 
irregular action in accordance with authority that had been dele- 
gated him to sign requisitions. 

Mr. Howirterp. But there would have been more chances in his 
taking it? 

Admiral Dierricu. Oh, yes. 

Mr. Houirietp. Because there would have been more chance of 
checking on him? 

Admiral Dierricn. Yes. 

Mr. Houtrreip. Does the Navy concede this to be a situation where 
there was some remedial regulation which could prevent this type of 
an opportunity occurring again / 

Admiral Dierricu. There could be, yes, sir. There could be more 
detailed and more minute instruction issued. 

If I may use a very homely illustration, sir, if we had a traffic light 
on every corner Wwe could control traffic block by block as it moved 
through the city. It might or might not reduce accidents, 1 am no 
traflic expert. 

There could be more minute and more detailed instructions, and 
where personnel, the quality, the caliber of the personnel indicates 
that th ley cannot measure up to delegated authority, aso n the senior 
must ti ak ce over certain of the duties, because it is his Spol sibility to 
perform them. 

Commander Fauntz had given authority to Lieutenant Halstead to 
sign requisitions, expecting that Halstead would refer to him any 
thing that was unusual in either nature or amount. This Halste 
either failed to do by accident, design, negligence, motive, not en- 
tirely proved, possibly, Mr. Chairman, but considered insofar as com- 
mander Military Sea Transportation is concerned to have been culpa 
bly and grossly negligent. 

Mr. Hortrienp. Is this an isolated case, this type of irregularity ? 

Admiral Dierricn. To the best of my knowledge. I have served in 
MS'T'S, my present duty, for a year and a half, and to the best of my 
knowledge it is very much on the an ited case side, sir. I am sure 
the General Accounting Office representatives could give you more 
details on that, but within my knowledge it is a very isolated case 

Mr. Hotirietp. I believe the records show that Lt. Comdr. Sole 
Moeller was a civilian. 

Admiral Drerricu. At that time. 

Mr. Hottrtrecp. At that time? 

Admiral Dierricu. He had been in the Navy. May I correct that, 
sir. He was in the naval service at the time of the requisitioning in 
1952. Iam informed that he retired on January 1, 1953, sir. Moeller 
was not inthe MSTS organization. I was not familiar with the actual 
dates. 

Mr. Hottrietp. I believe the evidence showed that he was on the 
payroll of the Apex Distributing Co. prior to his release from the 


Navy. 
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Admiral Drerricu. That investigation, those facts were not de- 
veloped by MSTS sir. May I refer that to Mr. Ellis? 

Mr. Exuis. For 1 month, December 1952, $700, plus expenses, but it 
wasn’t shown that he did any work in December to earn it, but he did 
get on the rolls and was paid $700 for December. 

Mr. Houtrrerp. This is a clear violation, is it not, of Navy regula- 
tions? 

Admiral Drerricu. I would say yes, sir. I can’t point to the spe- 
cific regulation, but if he is a commissioned officer of the Navy being 
paid by the Government, his services and time belong entirely to the 
Government. For him to receive any outside pay, remuneration, or 
emolument from any source I would consider to be highly irregular. 

Mr. Horirtetp. Well, we will take that matter up further with Ad- 
miral Parks later on. 

Captain Fany. I might clarify Moeller’s status in that last month. 
He was in the process of being discharged. 

I believe he had appeared before a physical evaluation board and 
physical review council in November, and his discharge orders were 
processed and signed in December, which makes them effective the 
first of the next following month which would be January 1953. 

Mr. Horirretp. So he was on two payrolls during December of 
1952? 

Captain Fany. Apparently. 

Mr. Horirrecp. What is the attitude of the Navy toward that sort 
of an arrangement ? 

Captain Fany. I don’t know of any regulation which specifically 
prohibits bei:ig on two payrolls, but it certainly isn’t good practice. 

Mr. Houirievp. Particularly when you are on the payroll of a com- 
pany that ismaking procurement contracts for the Navy. 

Captain Fauy. That is right. 

Mr. Houirieitp. And you are dealing, in other words, across the table 
with a company which has an interest to gain by your participation 
as a negotiator on the Government side of the table. 

Captain Fany. But he wasn’t in that picture at that time. He was 
in an inactive status, or in the hospital at that time. He was not 
attached to MSTS. 

In fact, he was detached from MSTS immediately after this board 
of investigation took place and ordered to a ship, and from the ship, 
he was on it about a month, I believe, and then he went to the hos- 
pital, and from there on he was in a sick status. 

Mr. Hottrterp. But he wasn’t in participation in this particular 
beverage base contract ? 

Captain Fany. Not in December. When he was employed by the 
company, he was awaiting separation status. 

Mr. Hortrrevp. Mr. Eckhart has a question. 

Mr. Ecxnarr. Captain Fahy, in the event that the Department of 
Justice turned this case over to a Federal attorney and, for some 
reason or other, putting aside for a moment. insufficiency of evidence 
to meee a conviction, did not prosecute the case, what action would 
then be taken by the Department of the Navy ? 

Captain Fany. Well, if the Department of Justice—you say insuffi- 
ciency of evidence barring that? 

Mr. Ecxnarr. That’s right. For example, if they didn’t have the 
necessary personnel to prosecute the cases. 
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Captain Fany. As far as Moeller is concerned, we couldn’t do any- 
thing. 

Mr. Ecxuart. I mean in connection with Lieutenant Halstead. 

Captain Fany. As far as Halstead is concerned, we probably—and 
I can’t commit the Navy Department now—but I think we would 
probably take disciplinary action against him in the way of a general 
court-martial. 

Mr. Ecxnarr. Call him back to active duty ? 

Captain Fany. I think we can do it without calling him back—do 
it in his retired status. 

Admiral Drierricu. Mr. Chairman, may I correct one thing that 
Captain Fahy said. In speaking of Moeller, he said that Moeller 
was detached from MSTS and ordered to a ship. Moeller was on 
duty in the naval supply depot. 

Captain Fany. That’s right; I beg your pardon. 

Admiral Drerricnu. I just wanted to put him in the right category. 

Mr. Houtrrevp. Mr. Eckhart. 

Mr. Eckuarr. Admiral Dietrich, in your prepared statement, on 
the top of page 4, you say the irregularities of this case are attributed 
to the actions of an individual rather than to a lack of proper regula- 
tions and procedures. 

I wonder if you can elaborate on that statement a little bit, with 
this in mind: That Lieutenant Halstead requisitioned 1,300 cases of 
beverage mix, and had it gone to Commander Moeller, had it been 
processed by the Contracting Review Board and found to be an exces- 
sive quantity this situation would not have occurred, does that not 
reflect on the efficiency of the system ? 

The point I am making is that Lieutenant Halstead was not in the 
position of writing the requisitions and then making the contract. It 
had to go over to NSD to be executed. 


CONTRACT REVIEW BOARD 


Admiral Drerricu. And in NSD there was a board to review it and 
to challenge it if they considered that it should be challenged for any 
reason that they knew. I don’t quite understand, Mr. Eckhart. 

Mr. Eckuarr. I am going back to your point here that it was an 
individual rather than a lack of proper regulations and procedures. 
don’t think that it was just the individual action of Lieutenant Hal- 

sad that is involved, but rather the subsequent processing that was 
anal by the procurement people in NSD and the requirement that 
it be approved by the Contract Review Board. I mean that is part of 
your procedure, is it not? 

Admiral Drerricu. It is, and that should have been adequate to 
determine either the irregularity of the requisition or the irregularity 
of it insofar as size was concerned and also nature. 

Mr. Ecxnart. Something fell down as far as the system was con- 
cerned. It was not just the individual. 

Admiral Drerricn. Well, the individuals who were carrying out the 
system. The Contract Review Board apparently approved the first 
2 requisitions which came to it, I am told, and the system that pro- 
vided for a review and check on this requisition seems to me to be a 
very good one and a necessary one. 
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But the system didn’t work because the individuals, shall I say, 
passed the requisition when it did come to them. The individuals were 
apparently at fault in that. They didn’t challenge, so the record 
would indicate. 

Mrs. Grirrirus. Well, the Review Board has the power to override 
the judgment of these individuals, or is it just rubber stamping? 

Admiral Drerricu. No, the Review Board if it wishes, if it con- 
siders the requisition in any way improper, either size, or nature, or 
whatever it may be, not in accordance with the regulations for the 
procuring of whatever the item may be, it is the duty of the Review 
Board then to refer to the originator of the requisition, to have him 
verify data if necessary or to reaflirm the need for it. 

And in that case if the originator reaflirms this and says, “I know 
that the quantity is large but I need it for a certain particular reason,’ 
then the Review Board, within my understanding of its functions, has 
done its duty and they are more or less in a position of having to ap- 
prove it the second time. Or if they still disagree honestly, the "y can 
appeal to higher authority and say that they still don’t believe it. 

Mrs. Grirrirus. In this case if the Review Board had asked any 
questions, the man couldn’t have backed it up with any orders at all, 
could he? 

Admiral Drerricu. That is correct, because it was entirely his own 
idea within MSTS headquarters, his own idea to make this purchase. 
It had not been recommended below him nor did he refer it to anyone 
above him. 

Mr. Howrrienp. So this is a place where your system broke down. 
Not only did your individual who was charged with the responsibility 
fail to live up to his responsibility, but the board that was to check 
him also failed to check him, is that not true? 

Admiral Drerrici. I think that could be said to be true, yes, Mr. 
Chairman. They apparently performed their duty inadequately. 
Their duty was ‘to review and express an opinion, and from infor- 
mation in the record it appears that their review and their opinion 
was not a very good one. I would say the board apparently, I think 
we could say, made an honest mistake. Whether or not Lieutenant 
Halstead did is open to considerable doubt. 

Mrs. Grirritus. How often does the Review Board meet ? 

Admiral Drerrtcu. May I ask the supply officer that? 

It is part of the supply depot, and on every requisition over $1,000. 
The board is made up of personnel permanently assigned to the 
supply depot, and it meets on every requisition in excess of $1,000 
as a matter of routine instruction. I believe Admiral Parks would 
be more expert in that field. 

Mr. Houtrrerp. Mr. Lipscomb, do you have any further questions? 

Mr. Lirscomp. No, sir. 

Admiral Drerricn. Mr. Chairman, may I have the indulgence of 
the committee to revise and expand slightly an answer that I gave 
this morning in regard to a very pertinent question by Mr. Lipse omb? 

Mr. Horreterp. You may. 

Admiral Drerricn. At that time T did not have full information 
to cover the question Mr. Lipscomb asked, and I think it is one which 
is very important that the committee have full information on. 
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Mr. Lipscomb asked the very pertinent question, “What is routine 
procedure?” and it was a question on which I didn’t have full infor- 
mation to give you. During the recess I have consulted the necessary 
manuals and authorities, and I believe it is very important that that 
be given, if I may. 

Mr. Horirterp. All right. 

Admiral Drerricu. This statement was made that the requisitions 
were not submitted in accordance with the normal routine within the 
Supply Department. 


PROCEDURE FOR PURCHASE OF NONSTANDARD ITEMS 


From time to time nonstandard items of provisions were issued 
to NORPAC ships, Northern Pacific. In such cases the requisitions 
were made out and signed by Lieutenant Halstead instead of being 
handled in the normal routine manner. 

That was a statement upon which Mr. Lipscomb based a very 
important question. The thing I would like to explain to the com- 
mittee is what was normal routine and its relationship to nonstandard 
orders and to the statement that has been given here. 

If I may refer to the manual of instructions governing procure- 
ment, requisitions, surveys, and supply matters of this sort, it states, 
this manual, an approved publication, states the duties of certain 
officers and officials and it states under “Port steward,” I shall read 
only two lines, states for port steward | reading | : 

Under the general supervision of the supply director the port steward will 
supervise the steward’s section. The port steward will have the following 
duties: 

1, Enter requisitions received from vessels for subsistence supplies. 
and this is very important: 

2. Place orders for subsistence supplies with appropriate Navy agencies. 

Therefore, it was the duty, and under the supervision of the supply 
director, it was duty of the part steward to receive requests for sub- 
sistence supplies from ships, to go over them, and then to place those 
orders. So the port steward actually had authority to place orders 
for supplies. 

And that was and is considered to be a routine manner of handling 
supplies, that the ship would come in, the ship’s steward would sub- 
mit his request for subsistence supplies. It would be reviewed by the 
port steward and the port steward would then place orders for these 
supplies with appropriate Navy agencies. 

The next item I would like to point to are those instructions in 
regard to the requisitioning of nonstandard materials, and I quote: 

Requisitions will not call for a proprietary article, an article that is the product 
of only one manufacturer, unless absolutely necessary, in which case a state- 
ment will be made showing why the proprietary article is required and why 
no other article will be satisfactory. Manufacturers’ names will not be used 
in the description of articles except for certain repair parts, or when the pro- 
prietary certification reference above has been made, unless the description of 
desired material can be made only by reference to the product or catalog of 
one manufacturer, in which case the requisition will stipulate the item de- 
scribed “or equal.” 

That is the end of the quotation from the manual. Those two in- 
structions will show you, sir, the nonstandard material, what is re- 
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quired, and in the case of the beverage, the Quix being specified by 
name was not standard, and that for standard articles the port steward 
had authority himself to place the order then with the supply depot 
who placed the order for procurement. 

So the reference to which Mr. Lipscomb pointed stated that the 
requisitions for the beverage base were not submitted in accordance 
with the normal routine within the Supply Department. That was 
correct because they were originated with Lieutenant Halstead him- 
self. They did not come to him. [Reading:] 

From time to time nonstandard items of provisions were issued to NORPAC 
ships. 

That was correct, and when so requested and issued, they were or 
should have been so requested and issued in accordance with the ex- 
press instructions for them. [Reading:] 

In such cases the requisitions were made out and signed by Lieutenant 
Halstead. 

Which Lieutenant Halstead could have done with his delegated 
authority for these nonstandard items. He could have done that and 
did do that without referring it to the director. 

Mr. Howtrretp. ‘They would have been in items under $1,000, ordi- 
narily, would they not? 

Admiral Dierricn. There is no limitation on that that 1 know of, 
Mr. Chairman. 

Mr. Lirscome. If you finish the sentence, it clarifies what Mr. Holi- 
field asked. 

Adiniral Drerricn (reading) : 
instead of being handled in the normal routine manner. 


This normal routine manner, ship steward, port steward to Navy 
supply depot. 

Mr. Lrescoms. And over and above $1,000. 

Admiral Dierricu. Yes. 

Mr. Howtrtevp. There is some confusion in my mind on that. 

Admiral Drerricu. Above $1,000 the Review Board would have to 
take action on it. 

Mr. Lirscoms. That would be normal routine manner, but inasmuch 
as this isn’t itemized or spelled out, Lieutenant Halstead could have 
handled invoices or $1,000 in a manner that wasn’t routine. I mean 
you don’t say whether these invoices are over or under $1,000. 

Admiral Drerricu. No, we don’t. Insofar as Lieutenant Halstead 
was concerned or the supply activity in MSTS is concerned, there is 
no limit if he enters into it. That limit comes in in the supply depot 
where over $1,000 has to be reviewed by the Contract Review Board. 

Mr. Lirscoms. But Lientenant Halstead, because he wasn’t han- 
dling it in a routine manner, could have handled over a $1,000 invoice? 

Admiral Drerricu. Oh, quite correct, sir, not only could or did, as 
we well know, but 1 have reopened it, sir, to make clear, I hope, what 
was normal routine, which this morning I did not have the informa- 
tion on to make it entirely clear. 

Mr. Lipscomb, does that meet your question? 

Mr. Lirscoms. But there is nothing in the manual that gave Lieu- 
tenant Halstead permission to operate as much as he did outside the 
normal routine manner, is there ¢ 
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Admiral Dterricn. Except that he had been delegated by the Sup- 
ply Director, he had been delegated authority to sign requisitions. 
‘Therefore, he could originate one and sign it, which he did. 

He could also sign requisitions that were brought up to him for 
nonstandard matter which the port steward could not handle, or 
usually would not handle at any are 

Mr. Liescoms. Of course, Mr. Chairman, this whole paragraph 
leads me to believe that this was a of a pattern that Lieutenant 
Halstead followed. And it is logical to me, until 1 am shown dif- 
ferently, that it doesn’t just apply to the beverage case. It looks to 
me like there was a whole series here and somewhere in the investiga- 
tion made by Captain Fahy they turned up other nonstandard items 
that they would have objec ted to if they = ad been itemized. 

Admiral Drerricn. No, sir. What Captain Fahy has given you is 
a quote from the MSTS investigation he was made in Seattle. That 
is a verbatim quotation. 

Captain Fany. That’s right. This isn’t any investigation that I 
made. This isa quote. If you read the first part of the paragraph, it 
said the board found among other things, and then goes on and lists 
them, and that is the last one. 

Admiral Dierricn. What Captain Fahy has given you is taken 
from the MSTS investigation. 

Captain Fany. That’s right. 

Admiral Dierricu. The investigation found that requisitions for 
nonstandard equipment had previously been signed by Lieutenant 
Halstead. 

Mr. Lirpscomr. Should I have jus st said that the investigation must 
have shown that there was a series of things that were handled im- 
properly ¢ 

Captain Fany. Not necessarily. 

Admiral Drerricu. Not necessarily improperly. 

Mr. Lirscoms. Then it isn’t improper to handle things outside the 
normal routine manner ¢ 

Admiral Drerricu. Again we come back to what is very important 
to clear oP; this normal routine manner. Those are the words upon 
which we are stuck here, I believe, Mr. Lipscomb. 

Norm: r routine manner for the handling of ships requisitions was 
and is for the ship steward to give the requisition to the port steward 
who sends it to the supply depot, in which case neither Halstead nor 
anyone above the port steward would know anything about it. That 
checks with the GAO. 

Mrs. Grirrirns. What I think they are trying to say is that since 
there were other purchases that had been handled in this same man- 
ner, that when the investigation developed, they came to the bever- 
age ‘pase and saw that other purchases had been handled like that, then 
there was no reason for alarm because they had always done this. 

But what you are saying is that the moment they discovered there 
was something wrong about the beverage base, good judgment re- 
quired that they check every other purchase that had been made that 
way, because the moment that you knew that he done one of them, that 
one of them really was bribery, then you should have looked into the 
rest of them. 
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Captain Fairy. We knew nothing about the bribery until the GAO 
dug it up in their investigation. 

Mr. Lirscoms. What did your investigation show? I mean what 
type of investigation was that ? 


FINDINGS OF NAVY BOARD OF INQUIRY 


Admiral Dierricn. The investigation showed that the requisition 
had been prepared, signed solely by Lieutenant Halstead on his own 
responsibility as a proprietary article, and he failed to carry out the 
instructions in that he didn’t submit the special statement of why he 
needed it, that it was nonstandard and that it had gone on over to 
the supply depot and it was excessive, and he was open to criticism at 
that time, and on the information available to the board, for poor 
judgment in the amount that he requisitioned and in not conferring 
with others around him to get their opinion and advice on what he 
did. 

But there was no evidence before the Navy Board of Investigation 
of collusion with others, of bribery, of improper action based on that 
kind of suspicion. That was developed by the General Accounting 
Office, and has been presented. 

Mr. Lirscomrn. Your investigation is a different type than the 
General Accounting Office ? 

oe Dierricn. | would say entirely, sir. 

Captain Fauy. Definitely. 

Admiral Drerricn. Definitely. The Navy investigation is the type 
which I think the chairman outlined this morning, or was outlined, 
where officers are called in, given an oath, asked questions, invited 
to make any statements that they wish to make under oath, and it is 
also the duty of this investigation to call witnesses as may be necessary 
to develop whatever they can. 

Mr. Lirscomn. And you take their statement under oath as the facts 
and you don’t look into the background behind all of these issues 
that you develop. You don’t do any gumshoe work at all? 

Admiral Dierricn. I wouldn’t say it is correct to say, Mr. Lipscomb, 
that such a board would not look into it. They wouldn't. be doing 
their job. But they don’t go out as it is the duty of the FBI to do 
or the investigative section of anything 

Mr. Lirscom. You have an office of Navy investigations, don’t you ? 

Admiral Dierricn. Yes. We have the Office of Naval Intelligence, 
and I think that Office had some information on other parts of this, 
but not the beverage base. 

Mr. Hourriexp. If information was brought up before the board 
that they deemed required an investigation, would they call on the 
ONT to do their investigation ? 

Admiral Drerricn. Yes, sir, it is part of the board’s duty in its 
recommendations to recommend that this entire case be turned 
over to—— 

Mr. Hottrrerp. But in considering this case they only had the 
evidence of excessive requisitions being placed, and they had no 
knowledge that there was anything further in it, and therefore they 
passed in an administrative capacity on it rather than calling on the 
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ONI for a detailed investigation of the nature that would be made 
by the FBI. 

‘Admiral Drerricn. That is correct, sir, and that action came to 
Washington. In order to make certain that some other questions were 
answered, it was sent back to them, they reconvened a second time 
and then they sent the report in with recommendations. ‘The com- 
mander here placed his recommendations and opinion and sent it on 
through Navy channels. 

Mr. Liarscoms. Mr. Chairman, I don’t want to — this par- 
ticular part, but how is it that the GAO and the Navy both made 
investigations? They had basically the same material to go from, I 
mean the GAO had the N ‘avy investigation, so-called investigation. 

How did the GAO get so much deeper into this in the work they 
were doing, with exactly the same information available / 

Admiral Dirrricu. I think there is a difference in duties, charters, 
facilities, and instructions. I believe probably one of the GAO repre- 
sentatives, Mr. Chairman, could answer that better than I can. 

Mr. Lirscomr. It seems to me like your investigation board, as you 
eall it, is just a hearing board, and that is all. I mean it hasn’t any 
other function. 

I wouldn't call people coming and testifying before you on a par- 
ticular contract an investigation, unless you went into the background 
of the specific things that come up in the case. 

Captain Fatty. Maybe I can clarify it, Mr. Lipscomb. An inves- 

tigation that was held in this case is an administrative-hearing type 
of thing. It is not a criminal investigation like the GAO, ON1, or 
FBI would make. There is the difference in it. 

It is fine if you have a collision with a ship, everybody has got 
to testify as to exactly what happened, but in a case like this where 
people are covering up in the clinches, it doesn’t work so well. 

Admiral Drerricu. If I may go on, Mr. Lipscomb, to make this 
clearer, an investigation we will say is held of an incident, and then 
an investigation recommends a court-martial, we will say, and the 
court-martial is the body which is a prosecuting body of someone 
who has committed some alleged act, and that court-martial would 
proceed along the lines of the FBI or by GAQO, an organization 
something of that sort to search out materials and motives and arrive 
at a decision, and then recommend a punishment. 

But an investigation of this sort is charged with getting all the 
information that it can, calling witnesses, those that it needs, and 
asking for them. It doesn’t go as far as the FBI type. It doesn’t have 
the facilities: it doesn’t have the standing. 

Captain Fany. That is right, as far as you have gone. 

Mr. Lirscoms. I understand the function now, but I don’t see how 
you pick up any maladministration by just having a hearing, without 
going deeper into the background occasionally on specific cases. 

Admiral Dretricn. Well, I suppose you don’t have the time, nor 
should you take it, but if you were to go through the couple of hun 
dred-odd pages here and see the people who were called, the questions 
asked, the analysis made of each duty of the people assigned, the 
part that each one played in all this, there is amazing detail developed 
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here, Mr. Lipscomb, and by the Navy administrative investigation, 
which I believe would be corroborated by those who had a chance to 
study it. 

Mr. Lirscomn. You are speaking of the beverage / 

Admiral Dierricu. Yes. 

Mr. Lirscoms. And none of these things came out, such as the 
finder’s fee and the automobile? None of these things came out? 

Admiral Drerricu. They were charged to investigate the purchase 
of an excessive amount of beverage base, and there was nothing else 
that came out in a questioning of witnesses relating to these other 

facts. 

Mr. Lirscoms. And in the questioning it didn’t come out that he 
worked for the Apex Beverage Co., that this whole connection and 
} — n here was all intertwined in this bey verage purchase / 

Captain Fany. When you say that, who worked for the Apex Bev- 
erage Co., Moeller or—— 

Mr. Lirscoms. Moeller. 

Admiral Drerricn. He was in the naval depot. He was called as 
a witness, and there is certain testimony from him in this investigation. 

Captain Fanny. He wasa civilian by this time. 

Admiral Dirrricn. When this investigation was held in the sum- 
mer of 1953 at which time Moeller was a civilian. 

Mr. Lirscoms. Of course, there is a terrible time lag between the 
findings of an excessive purchase and when you held your hearing, so 
the fact that he was a civilian isn’t any excuse. 

Mr. Houirrenp. I think you admitted that when you censured Com- 
mander Fauntz for not having made a more judicious investigation, 
which if he had made would have eliminated this time lag. It was his 
duty to immediately investigate right after this was brought to his 
attention when he returned, that this excessive procurement had 
eccurred and it was at that point that he incurred the charge of 
negligence by not discharging his duties. 

Admiral Drerricn. That is correct, sir. 

Mr. Hoxirrmetp. Unless there are further questions we will excuse 
Admiral Dietrich and his staff, and we will ask Admiral Parks and 
such members of his staff as he requires to come to the witness stand. 
Will you identify yourself for the record ¢ 

Admiral Parks. My name is Joel D. Parks. I am Deputy and 
Assistant Chief of the Bureau of Supplies and Accounts, and I am 
here to represent the Bureau of Supplies and Accounts in this matter. 

Captain MacKenzir. I am Capt. D. C. MacKenzie, Assistant Chief 
of the Bureau for Purchasing, Bureau of Supplies and Accounts, here 
on the same matter. 

Mr. Houirietp. Do you and each of you swear that the evidence that 
vou are about to testify to before this committee will be the truth, the 
whole truth, and nothing but the truth, so help you God ? 

Admiral Parks. I do. 

Captain MacKenzie. I do. ; 





T] 


ee ae 


ase b 











EXCESSIVE PROCUREMENT OF BEVERAGE BASE 6¢ 


TESTIMONY OF REAR ADM. JOEL D. PARKS, DEPUTY AND ASSIST- 
ANT CHIEF OF THE BUREAU OF SUPPLIES AND ACCOUNTS, 
UNITED STATES NAVY ; ACCOMPANIED BY CAPT. D. C. MacKENZIE, 
ASSISTANT CHIEF OF BUREAU OF PURCHASING, BUREAU OF 
SUPPLIES AND ACCOUNTS, UNITED STATES NAVY 


Mr. Hoiirterp. You may proceed. 

Admiral Parks. Mr. Chairman and ladies and gentlemen, I have 
a prepared statement 1 would like to read. 

During the period in which excessive procurement of beverage 
base occurred, there were in effect various Bureau of Supplies and 
Accounts’ instructions to the field regarding the specifications and 
types of beverage base authorized for use. These instructions were 
equi ally applicab le to vessels assigned to the Military Sea Transport 
Service. In general terms the use of either the imitation liquid base 
(type I1) or the natural fruit juice liquid base (type III) in accord- 
ance with specification J AN-B-772 were authorized. Proprietary 
purchases of beverage bases were specifically prohibited and instrue- 
tions were given to disreg: ud requests for special packs or containers. 
A later modific ation prov ided that type [it was the only type bever- 
age base authorized. ‘This modification was promulgated in sufficient 
time to be applicable to the second set of requisitions. 

Procurement policies in effect at the time authorized the field ac- 
tivity (in this case naval supply depot, Seattle) to purchase by nego 
tiations under article 2 ¢ (1) Armed Services Procurement Regula- 
tions or by formal advertising. The use of formal advertising was 
encouraged, however, when the procurements could be made effee- 
tively under that system. The procuring activity was also expected 
to comply with any special instructions with respect to the purchase 
of specific materials (in this case beverage base). The Bureau of 
Supplies and Accounts instructions established a contract review 
board in a number of activities, including naval supply depot, Seattle, 
for the review of appropriate transactions and recommendations as 
to award. 

I would like to insert at this moment a few remarks as to the ques- 
tion of whether the Contract Review Board should question the quan- 
tities. Now the contracting service of the Navy Department is 
essentially a service element to procure what our customers have asked 
for. If they ask for excessive quantities, we will question it because 
they may have made a mistake. 

On one occasion I received a requisition for 6,000 tons of sand. I 
questioned it and I found out they wanted 6,000 pounds of sand. It 
would make quite a bit of difference. 

And we have also had occasions where somebody wanted 180 items 
whereas they order 180 dozen, so that is the primary purpose of ques- 
tioning a procurement, is to find out if the requis sitioner really wants, 
if he really means what he says, if he hasn’t made a mistake. 

It has always been a general rule that supply and procurement 
activities have the prerogative and the responsibility to question requi- 
sitions when the requirement appears excessive. If, however, the 
requisitioning activity upon reconsideration, reiterates that the quan- 
tity is correct. procurement action then proceeds unless it is discerned 
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to be sufliciently important to refer the matter to an authority superior 


to the requisitioner. 

Information at hand indicates the procurement of the beverage 
base by natal supply depot, Seattle was not completely in accordance 
with existing instructions. The quantities while questioned were not 
questioned at a high enough level. The entire quantities were pur- 
chased by negotiation without soliciting adequate competition. On 
balance, it seems that the requirement could have been procured by 
formal advertisement; in any case, the proprietary and special con- 
tainer aspects of the requisitions should have been disregarded and 
the requirement purchased by solicitation of competition on the basis 
of joint Army-Navy specifications, Certainly the contract resulting 
from the second set of requisitions should have covered type IIT base 
and not type II. It would appear that the Contract Review Board 
did not fully understand its duties to review the transaction for con- 
formance with existing policies. 

Instructions and policies are based upon the assumption that officers 
in the field have high standards of loyalty, responsibility and integ- 
rity. To do otherwise would eliminate all flexibility and ability to 
readily adapt operations to changing conditions. Use of good judg- 
ment is expected. Assuming these factors are present, adequate safe- 
guards do exist to have precluded this excessive procurement. When 
this concept fails, it is usually due to individual defects and not to the 
system. 

In view of the many difficulties attending the procurement of bever- 
age base both prior to and subsequent to the occurrences in Seattle, 
the Navy has progressively refined its specifications and procurement 
controls for this item when intended for use as an item of provisions. 
A new military specification has been made effective. Items of bev- 
erage base are now centrally controlled in procurement, stocking and 
distribution through the provision supply office. 

In other words, these people can’t go out and buy that stuff in the 
field. It has to come into the W ashington Bureau. 

The contract for air transportation with Alaskan Airways com- 
mencing July 1, 1952, has been examined. Insofar as can be deter- 
mined from available records, no irregularities appear to be involved. 
Prices cbtained were considered reasonable, and the procurement was 
reviewed prior to contract award by the Bureau of Supplies and 
Accounts and the Office of Naval Material. As a matter of interest, 
the assistant officer in charge, Navy purchasing office, Los Angeles, 
negotiated the contract, not Mr. Moeller. Alaskan Airways was the 
second low bidder, not the high bidder as indicated in the GAO 
report; they were the high bidder on the original go-around, but on 
the final showdown they were the second low quoter, the low quoter 
— unable to furnish a performance bond which was required be- 

‘ause of its poor financial condition. 

While a conflict of interests may have existed it does not appear 
to have influenced the award. 

Information available indicates the Bureau of Supplies and Ac- 
counts authorized naval supply depot, Seattle to procure locally only 
3,000 pallets. Records indicate that funds allocated for this purpose 
were increased. It is not possible to determine whether the increase 
in funding authorized was due to an increase in number of pallets 
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authorized for local procurement. It would appear that the pur- 
chase of 500 pallets by negotiation could have been due to an urgent 
need—with the balance to be procured by formal advertising for later 
delivery. However, nothing concrete to support such a degree of 
urgency can be located. It is significant that the unit price for the 
3,000 is only 1 cent less than for the 500. Because adequate compe- 
tition was obtained on the purchase of 3,000, the price of $6.48 for the 
500 cans can be considered reasonable. 

As the committee probably already knows, these various trans- 
actions are under active investigation by we Department of Justice 
(FBI). Results of this investigation will be close ‘ly followed and 
suitable action recommended as may be appropriate. 

Capt. D. C. MacKenzie, SC, USN, Assistant Chief of Bureau for 
Purchasing, is available to answer any detailed questions from the 
committee. 

I may have to pass some of these questions to him. I think I can 
answer the policy questions. 


PURCHASE OF PALLETS 


Mr. Houirietp. Before we go to Captain MacKenzie with detailed 
questions, your statement seems to be very straight-forward through- 
out its entirely, but I would question the third to the last sentence 
in which you state [reading] : 

It would appear that the purchase of 500 pallets by negotiation could have 
been due to an urgent need—with the balance to be procured by formal adver- 
tising for later delivery. However, nothing concrete to support such a degree 
of urgency can be located. 

Now that seems to me a very weak combination of sentences there. 
You say at first, you advance an excuse of reason, whichever you want 
to consider it, and then in your second sentence, why, you admit that 
there is nothing concrete to support such a reason. How could it ap- 
pear unless you had some evidence that it was needed ¢ 

Admiral Parks. Well, we have this information, and that is that 
they ran out of pallets in Seattle and they were building pallets, which 
is not a very economical way of making them. They were making 
them themselves, which is not in accordance with instructions. 

So they were authorized to procure these pallets. Now they may 
have in the meantime knocked otf building them and they ran into 
this need for pallets, but we can’t find any concrete evidence to support 
that. 

We can only surmise that this nay have happened, and as was 
brought out previousiy here, this was during the Korean emergency, 
and we can only guess that there may have been an urgent requirement 
for these pallets and they couldn’t wait for the balance of them. 

Mr. How. FIELD. It may be just an unfortunate choice of words there. 
Possibly if you had said, “It could be possible that the purchase was” 
rather than, “It may appear,” it may have been an unfortunate choice 
of words which I referred to. 

Admiral Parks. It could have been possible, that is right. 

Mr. Lirscoms. Mr. Chairman, may I ask a question on that same 
paragraph regarding the pallets. You mention “The records indicate 
that funds allocated for this purpose were increased,” have you found 
in your investigation when they were increased / 
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ee Parks. Can you answer that, Captain MacKenzie? 

Captain MacKenzir. No. All we are able to find, and this is from 
the fiscal records, is an IBM listing. It doesn’t have dates, but it in- 
dlicates, that as identified by that requisition number, where the amount 
was increased by $6,900 for a new total of $22,680. 

We cannot find any further evidence as to why this increase was 
authorized, since the supporting records have been destroyed in ac- 
cordance with the usual ground rules for disposition of old records. 

Mr. Lirescoms. But you are authorized to purchase 3,000 locally 
-~ that only says 2,000-some. 

Captain MacKenzir. No, that was the money. 

Mr. Lirscomn. Oh, that was the money / 

Captain MacKenzie. That was money I was talking about. 

Mr. Lirscoms. If you were authorized 3,000 and they purchased 
ee they would have to increase their funds. 

‘aptain MacKenzin. Presumably. What is significant in this in- 
oad amount of money was that the new total was almost identical 
to the sum of the two contracts. Now, whether this was an after- 
the-fact authorization from the Bureau, an indirect authorization, or 
whether it was prior to the fact, we have no way of telling. 

Mr. Lipscomn. There is no way of telling whether it was increased 
before or after? 

Captain MacKenzir. Not from the record that we have here, not 
whether it was after the fact or before the fact. 

Admiral Parks. What could have happened, and now we are just 
going to conjecture, is that they went out and bought these 500 pallets 
in an emergency, and the mistake was made in not cutting down the 
original procurement of 3,000 to 2.500, and then when they get the 
awards in, the ‘y find out they don't have enough money left, and they 
come in for additional money before they award the contract. 

I say that because I think quite definitely they wouldn't have 
awarded the contract without sufficient funds. Otherwise they would 
have overobligated. 

Mr. Lipscome. Was Seattle permitted to purchase pallets locally 
without the authorization 

Admiral Parks. No. 

Mr. Lipscomp. Had the authorization been received at the time 
they made the purchase of the 500? 

Admiral Parks. Yes, it had. 

Captain MacKenzie. The requisition for the 3,000 pallets which 
they were authorized to purchase locally was issued by the Bureau 
of Supplies and Accounts on February 20, 1951. On February 28, 
1951, they mailed the invitation for bids for the 3,000 with an open- 
ing date of March 15. On March 7 they negotiated for 500 more, 
¢ alling for delivery on 250 by March 9 and 250 by March 10, 

And from that we infer that after they had’ advertised for the 
3,000, a requirement for 500 might have come up. We don’t say it 
did come up, but it could have come wp, which could have caused the 
procurement of the 500 additional. 

Now, we have gotten all this information together in an endeavor 
to try to reconstruct what happened there. We cannot reconstruct 
what did actually happen as far as the circumstances were concerned. 
All we can do is to arrive at certain information that might lead us 
to certain assumptions that this could have happened. 
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Mr. Lirscoms. Did it lead you to the assumption that your funds 
were increased after the purchase was made? 

Admiral Parks. It could have been either way. 

Captain MacKenzie. It could have been prior to the awarding of 
the contract or subsequent. 

Admiral Parks. I think it is more likely that a request for addi- 
— funds came in prior to award of the second contract. 

Captain MacKenzie. This could have come in prior to award. The 
fact that the two amounts, the additional amount adds up to exactly 
the amount of both contracts, would be indicative that these funds must 
have been authorized some time after they had determined who the 
award was going to be made to and at what price on the 3,000. It 
could have happened prior to award and it would have been more 
proper, of course, if it had happened prior to award. It could have 
happened after award too. 

Mr. Lirscoms. There is a penny difference in each, so they had to 
know when they allocated the funds what the first and sec ‘ond award 
Was, sO it must have been made after the award was made. 

Captain Parks. Not necessarily. 

Mr. Lipscomp. And yet the funds come out the same / 

Admiral Parks. No. Look, the *v bought the first one. The A knew 
what they were. They got the bids in on the second one and they knew 
what they were going to have to pay for it. 

Now, they could have gone on and awarded the thing and said, “Oh, 
my, I hi aven’t got enough money to pay for this, I have got to go back 
and get some more,” or they could, and let’s give them the benefit of the 
doubt, have said, “We don’t have e nough money left to pay for this, 
so let’s go in and get some more money,’ and got it prior to the award 
of the second contract. 

Mr. Lirscome. Is that your normal routine manner? 

Admiral Parks. The normal routine manner is to get the money 
before you place a contract. 

Mr. Lipscoms. So this wasn’t handled in the normal routine man- 
ner, either ? 

Admiral Parks. The 500 was not handled in the routine manner, 
but the 3,000 was. 


OPERATION OF CONTRACT REVIEW BOARD 


Mrs. Grirrirus. Could I ask about the Review Board. How many 
people are on this Review Board ? 

Captain MacKenzie. I might lead off by saying that the chairman 
of the Contract Review Board is normally one connected with the pur- 
chase element, but normally is not the one who has actually conducted 
the negotiations or made the purchase. 

Mrs. Grirriryus. And how much rank does he have? Is he a civilian 
. is he a military official? 

Captain MacKenzie. He is generally-a military official. 

Mrs. Grirrirus. And what is his rank ? 

Captain MacKenzie. His rank will depend on the rank of that par- 
ticular billet. 

Mrs. Grirritrus. Well, are there people over him? Are there men 
with greater rank than he in the establishment ? 

Captain MacKenzir. Generally, no. 
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Mrs. Grirrirus. He is the highest ranking officer / 

Captain MacKenzir. No; 1 misunderstood your question. There 
xre, except in the case of Navy purchasing officers, there is always 
some military superior over him in the organization. 

Mrs. Grirrrrus. All right. Now, who else was on the board 
Seattle, 1 believe, that passed on this ¢ 

Captain MacKernziz. The board generally consists of not less than 
3 and no more than 5 members. The local command can select the 
membership. In the case of the particular Contract Review Board 
at NSD Seattle, the board was composed of Lieutenant Moeller as 
chairman— 

Mrs. Grirriras. Well, he was one of those who got involved in this, 
wasn’t he ¢ 

Captain MacKenzie. At that point he was the acting procurement 
branch officer. 

Mrs. Grirrirns. All right: proceed. Who were the others ? 

Captain MacKenzie. A Lieutenant Poling, who was the one actu- 
ally who signed these contracts, and a Mr. Tucker. 

Mrs. Grireirus. And what was his rank / 

Captain MacKenzie. He was a civilian. 

Mrs. Grirrirns. Is he a high-ranking civilian or just ordinary ? 

Captain MacKenztr. No; I would say he would probably be up in 
the supervisory category definitely. I do not have his GS rating. 

Mrs. Grirriras. Now, you said that they could object to the pur- 
chases and that it would then be taken to a higher authority. Could 
they call that higher authority in from where “they sat in that estab- 
lishment ? 

Captain MacKenzir. No; I didn’t mean to indicate in my question 
that a higher authority a than the chairman would be referred 
to in the event of somebody wanting to object. The Review Board 
is an advisory board and can be overruled by the chairman. 

Mrs. Grierirus. Do you mean that the judgment of the 2 people 
could be overruled completely by the judgment of 1 man if he was 
the chairman of the board? 

Captain MacKenzir. Yes. 

Mrs. Griverrus. And in this case one of them was Moeller? 

Captain MacKenzie. The chairman of the board in this case was 
Moeller. 

Now, the procedure of the Contract Review Board is required to be 
recorded in the form of minutes, and any objections of members of 
the Board should have been recorded in the minutes of those meetings. 
Apparently they were not so recorded in this fashion. 

Mrs. GrirrirHs. But you also said that the Review Board ~ se- 
lected by the establishment. Now, did that mean that Moeller selected 
the Review Board ? 

a MacKenzie. No. 

aie mirrirus. Who selected it / 

Captain MacKenzie. The commanding officer established the Re- 
view Board, and he is the one who selected the members of that Review 
Board. 

Mrs. Grirritits. If Moeller had raised any objections to any of the 
— of the Review Board, could they have been removed ? 

Captain MacKenzim. Not unless the commanding officer saw fit. 
Mrs. Grirrrrus. Agreed with Moeller? 
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Captain MacKenzie. That’s right. 

Mrs. Grirrirus. So that Moeller had a chance of getting them re 
moved if they objected to his decisions ¢ 

Captain MacKenzir. He had a chance: yes. 

Mrs. Grirrirus. And actually they were his final decisions? Tle 
could overrule the other two? 

Captain MacKenzir. He could overrule the board; yes. 

Mrs. Grirririus. Now, | would like to know what kind of an order 
comes before that Review Board. Is it just a piece of paper that 
shows the order and contract price 4 

Captain MacKenzie. No. 

Admiral Parks. It is a complete contract ready to sign with all the 
negotiation papers. 

Mrs. Grirvitrits. Is it backed up with a requisition 4 

Captain MacKenzir. Yes. This is the way it is supposed to work. 
The board meets, generally daily, in the case of NSD Seattle the order 
required that it meet every day in the afternoon, unless the chairman 
changed the time of day, or something like that. 

Mrs. Grirrirus. How long did it meet every day / 

Captain MacKenzie. It met for as long as necessary. 

Mrs. Grirrirus. How many orders came before it / 

Captain MacKenzie. We have no information, statistics as to how 
many transactions were considered. We do know that they were 
required to review all proposed awards resulting from formal adver- 
tising over $5,000, any award over $1,000 in which there were less than 
two acceptable bids, anv award which is being made to other than the 
low bidder, and any proposed contract over 31,000 resulting from a 
negotiated method of procurement. 

Mrs. Grirririus. And you don’t know just how many that would 
entail ¢ 

Captain MacKenziz. How much statistically; no. 

Mrs. Grirrirus. Do you know how much money it passed on ¢ 
Captain MacKenzir. They would have from time to time on any 
thing from $1,000 probably up to four or five million, depending on 

the size of the contract. 

Mrs. Grirrirus. Did this Review Board review, for instance, the 
purchases of food ¢ 

Captain MachKenzir. They reviewed anvthing that fell within these 
monetary limits. 

Mrs. Grirritris. But food could be one of them ? 

Captain MacKenzie. Oh, it definitely was. There was no delinea- 
tion as to what commodity would or would not come. All com- 
modities. 

Mrs. Grirrirus. Did the Review Board have before it at all times, 
did it know the number of ships it was supplying / 

Captain MacKenzir. Yes. 

Mrs. Grirrirus. Did it know the number of people on each ship / 

Captain MacKenzir. No. 

Mrs. Grirrirns. Could it have known that ? 

Captain MacKenzie. It could have known it. 

Mrs. Grirrirus. Why didn’t it know it? 

Captain MacKenzie. Because normally the numbers of ships in- 
volved, the personnel, vary. Normally they would have raised the 
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question, not that this is excessive by so many pounds of food or so 
many gallons of vinegar, but rather that this just looks excessive. 

Mrs. Grirrrrus. But be must have had a history of past purchases. 
They could have had, couldn’t they @ 

Capt: = MacKenzie. Oh, yes. 

Mrs. Grrerrrus. Since the Revolutionary War, if they wanted 
practically. 

Admiral Parks. M: ay I interject a minute there? 

Mrs. Grirrrrus. Yes. 

Admiral Parks. I think we are getting away from the duties of the 
contract review board, and it is the question of excessive quantity. 
The questioning of excessive quantities in my opinion has nothing 
to do with the Contract Review Board. That should have been done 
in the editing section, Mrs. Heraper there, the buyer, when she received 
it, she properly did question it. 

Mrs. Grirrirus. You mean there was an objective check on this 
thing before it arrived at the Contract Review Board ? 

Admiral Parks. That is very true. 

Mrs. Grirrirus. Why, Admiral, do you excuse the Contract Re- 
view Board? 

Admiral Parks. The Contract Review Board is to determine 
whether the purchase is in accordance with the best interests of the 
Government, based on the evidence before it. 

Now, if they have a requisition which says, “We need so many 
things,” then as far as the Contract Review Board is concerned—and 
check me on this—their sole duty is to find out whether this buy, this 
purchase fills that requisition in a businesslike manner. 

Now, the question of excessive amounts on the requisition should be 
questioned at the time that the requisition is received and edited, and 
it was quite properly objected to by Mrs. Heraper, I believe. 

Mrs. Grirririis. You mean that someone had already objected to 
the purchase / 

Admiral Parks. Yes, ma’am. 

Mrs. Grirrirus. And what did she say? 

Admiral Parks. You answer that. 

Captain MacKenzie. Mrs. Heraper questioned the quantities on the 
first set of requisitions. She invited this excess to Lieutenant Com- 
mander Moeller’s attention on two separate occasions. 

Mrs. Grirerrus. But he was involved in all of this, was he not? 

Captain Mackenzie. He indicated he was not concerned as to 
quantity. Mrs. Heraper then checked with MSTS on her own 
initiative to verify this. She does not recall clearly, but she believes 
she called Lieutenant Halstead. 

Mrs. Grirrirus. But these are the people involved in the whole 
thing. 

Admiral Parks. M: ay I point out, however, she didn’t know it at 
the time, 

Mrs. Grirrirus, Of course not, but what we are trying to find out 
is whether you are going to continue to let this happen or whether there 
is going to come a time that you can stop it. 

You must set up someone with an objective viewpoint to review these 
purchases, whether it is this woman or your review board, that - as 
before him all the information and that is competent to review it, 
if they don’t review it and if they don’t get the information, hee 
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something should be done to them, or you are going to be wasting the 
—. money forever. 

Captain Mac Kenzir. Could I point up something here. While 
many of our larger purchase activities had informally established 
what amounts to a review board procedure, it was not until February 
1952 that contract review boards, as a mandatory thing, were estab 
lished at all oie se activities throughout the continental United 
States in the Navy. This instruction went out in February 1952 

NSD Seattle issued their instructions establishing the Contract 
Review Board. At the time these procurements came before this 
Board, we had a board of people who were new to these procedures. 1 
don’t say this to exactly excuse them, but to indicate that they were 
in something that was new. 

Now, on an overall basis with all the experience that we have gained 
in the subsequent years, your procurement review board of today does 
20 : 
ie GrirFitH. All right. What does it do? 

Captain MacKenzie, It still does the same things, but it goes into 
greater detail and with greater knowledge. 

The members of the board have a greater feeling of their own in- 
dividual responsibility and prerogatives, one thing which is nice for 
2 member of the review board to know, and that is if he doesn’t con- 
cur in what everybody else says, he writes down on the record what his 
object ions are. 

So if you ever have to review that again you can just tell who 
voted which way. ‘There is also a growing interest on the part of 
review boards in quantities, in specifications; on the theory that these 
specifications look too restrictive to us, let’s recommend some other 
specifications because we can get a better product or just as good 
‘l product for a better price. So we have gone through a period of 
years of improvement as we go along. 

Mrs. Grirrirus. At the time that this occurred, could Mrs. Heraper 
have been fired by Moeller or Halstead ¢ 

Captain MacKenzir, No. 

Mrs. Grirrirus. Was she subject to them in any way 

Captain MacKenzie. I think we ought to make ¢ “ad that during 
the period we are talking about, Commander Moeller was the acting 


procurement branch officer. As such Mrs. Heraper was under his 
organizational control and subject to his directions. But he could 


not fire her. 

Mr. Honirrenp. But he could write her fitness report ? 

Captain MacKenzie. He could. 

Mr. Honirrep. And she was a civil service employee, was she? 

Admiral Parks. Yes. You see, Moeller was just occupying that job 
for 2 months pinchhitting for the real boss who was away ? 

Mr. Hornimrenp. But the office itself, the officer in charge, whether it 

is Moeller or someone else, could write her fitness report on her civil- 
service record, could he not ? 

Captain MacKenzie. To this extent. He could write it if she was 
directly under him, which I doubt. I think there was a civilian super- 
visor in between, in which case the civilian supervisor would fill in her 
efficiency rating. 

However, if he tried to give any employee an unsatisf; ictory effi- 
cleney rating, all our procedures throughout the Navy require that 
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it be reviewed by an efficiency rating review board before it is ever 


concurred in by the commanding officer, so there is that very good M 
device that protects the civilian employee from just an arbitrary boar 
action. office 
Mr. Howtrrerp. I believe you said that there was a civilian on this oo: 
board. What was his name? Cs 
Captain MacKenzm. A Mr. Tucker. _— 
Mr. Honutrrerp. Was he a civil-service employee / brar 
Captain MacKenzie. Yes, sir, he was. othe 
Mr. Houtrietp. There was a lieutenant on the board. What was his Now 
name / as cl 
Captain MacKenzie. Poling. | he | 
Mr. Honirrenp. And he was the military subordinate of Commander take 
Moeller ? | I 
Captain MacKenzie. Yes, sir. _— 
Mr. Horirtenp. And Commander Moeller was wearing two hats. this 
He was the chairman of the review board. He was also the acting ato 
procurement oflicer. : M 
Captain MacKenzie. Yes, sir, that is correct. chie 
Mr. Hontrietp., So when he bought on one occasion 500 pallets from con 
the Nepa Construction Co., which was 500 beyond the 3,000 authoriza- ( 
tion and was, I believed $6.48, which was beyond the authorized price -e 
of $5.28, is that not true—— loc 
Captain MacKenzir. No, sir. We are assuming—here again comes A 
in the money business—— tha 
Mr. Hontrieip. Let's leave the money business aside. Let me pursue “- 
the organizational situation. ( 
As acting procurement officer, some time after March 6, he negotiated mil 
with Mr. Griffith for 500 pallets at a price of $6.48, “i 
On April 7 he confirmed by letter the fact that the negotiated contract , 
for these 500 wooden pallets had been awarded to the Nepa Construc- s 
tion firm. of 
Either after that or just prior to that confirmation he calls together of 
the Review Board, and with the lieutenant, which is his inferior in neg 
rank, and a civilian who is also a subordinate sitting on the Board, } 
apparently he passes upon his own act as a procurement officer. we 
Captain MacKenzie. I think we have got a different basis here. ra 
Mr. Hotirtenp. Have I stated that line of reasoning correctly ? of 
Captain MacKenzie. It would have happened had there been a eX] 


procurement review board in 1951 when these transactions took place. 

Mr. Houtrietp. There was no review board ? 

Captain MacKenzie. There was no board at that time. 

Mr. Houirieip. In other words, Commander Moeller and this Lieu- 
tenant Poling and Mr. Tucker were not constituted as a review board 
at the time he bought the pallets ? 

Captain Mackenzie. That’s right, and at the time he bought the 
pallets he was full-time duty as the procurement branch oflicer, 

Mr. Horirietp. So he acted without any review then on the pur- 
chase of the 500? 

Captain MacKenzir. That is correct. 

Mr. Hottrrenp. And subsequent to that time vou did set up a review 
board ¢ 

Captain MacKenzie. Yes, sir, but not until around February 1952. 
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Mr. Houirtevp. All right. Now, when you did set up that review 
board, did you maintain as chairman of that board the procurement 
officer so he could review his own contracts, sit in judgment on his 
own contracts ¢ 

Captain MacKenzie. The chairman of the board was the procure- 
ment branch officer. Now, bearing in mind that the procurement 
branch officer at that time had civilian buyers under him, he had 
other officers under him, in this case there was Lieutenant Poling. 
Now, in this particular case the chairman of a contract review board 
as chairman would be, to a degree, reviewing those transactions which 
he himself had negotiated. Purchase actions, which he may have 
taken himself as an individual. 

But the thing was designed on the basis that the chairman himself 
would not be engaging in actual negotiations, but would in effect, 
this review group would be, reviewing thie transactions and negoti 
ations of other buyers and other officers. 

Mrs. Grirrirus. But what would the chairman be doing, your 
chief contracting officer-—-whatever you call him—the head of your 
contracting section / 

Captain MacKenzie. The chief contracting officer, or in this case. 
procurement branch officer, would be signing contracts and other 
documents, correspondence and so forth. 

Mrs. Grirrirus. He could direct the purchases or he could direet 
that his subordinates see certain people to consider their price, 
couldn't he ¢ 

Captain MacKenzie. That's right. In other words, he was in 
nulitary command of the purchase function, there is no doubt about 
that. 

Mrs. Grirrirus. I would remove him from the contracting board. 

Admiral Parks. It should be brought out that the officer in charge 
of a procurement activity ordinarily doesn’t get down into the details 
of the buying. This is done by buye rs and by contracting officers, 

negotiators down at the lower level. 

Most of his duties are taken up in administrative matters and 
review of acts which they have done. So, assuming that the officer 
in charge of a procurement branch has not gotten into the details 
of any procurement, he is in effect sitting in judgment as a more 
experienced officer on what his subordinates have done. Ordinarily, 
aus IT said, he would not get into the actual negotiation of contracts. 

Mr. Houtrreip. But here is a case where a man did. 

Admiral Parks. He did; that’s right. 

Mr. Houiriztp. No doubt you have heard the old saying that it is 
very difficult to choke one’s self. 

Admiral Parks. That’s right. 

Mr. Horirrerp. It seems like to me that the ver y fact that you have 
in the military procurement office your top procurement officer and a 
subordinate of his and a civilian employee of the base sitting as a 
review board is a very weak setup. 

I think Mrs. Griffiths is right. She has had quite a bit of expe- 
rience, incidentally, in the procurement of Army material in a civilian 
capacity, working for the Defense Department. 

She is very familiar with this type of procedure, much more familiar 
I think than any other member of the subcommittee, and I certainly 
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agree with her that you cannot choke yourself, and there should be 
some objective board, if you are going to have a review board, it 
should be a board that is removed from actual participation, it seems 
to me, in procurement, to the point where they are not their own judge 
and their own jury, you might say. 

Admiral Parks. I concur wholeheartedly, and I might say that 
that is our general plan. That is the way it generally works. 

Now, if there are any weak spots in it, why, we will take steps to 
issue the necessary directives to be sure that the chairman of the 
review board has had no hand in the actual negotiation. 

Mr. Hourrrerp. I think that would just be ordinary caution. I 
would have no objection at all to the procurement officer being present. 
In fact, I think he should be present at any review board meeting. 

sut he should be there in the position of a witness rather than as 
a judge. 

Admiral Parks. Correct, sir. 

Mr. Honirrerp. Rather than a judge of his own acts, because you 
remove objectiveness of judgment, I think, when you call upon a 
person to pass judgment upon his own acts. 

Admiral Parks. That is correct, sir. 


AUTHORIZATION OF FUNDS FOR PALLETS 


Mr. Horirretp. I would like to get back for a moment to the price 
that was involved. I have before me requisition sheet from the 
Bureau of ay oy and Accounts, Serial No, 093541, and it has on 
it 3,000 pallets, 48 by 48, unit price $5.25. 

That was why I brought up the matter, that apparently the ye 
pallets that were purchased originally were for $6.47, which w 
$1.22 a pallet more than the aut horiz: ation, and the 500 was for $6. 48, 
which was $1.25 more per pallet than your authorization. That is 
why I brought up the dollar. 

Captain MacKenzir. I think, in explanation of that, this requisi- 
tion is more of an authority to buy 3,000 pallets for which $15,750 
has been set aside to cover, rather than it is an authority to buy 3,000 
pallets at a cost not to exceed $5.25. 

Mr. Houtrretp. Well, now that doesn’t make sense. 

Admiral Parks. Let me correct that. 

Mr. Houtrienp. Here is the list, under the word “quantity” you 
have got 3,000, “ea” under “unit,” unit price is $5.25, multiplication 
of 3,000 times $5.25 gives you $15,750. How can you say that the item 
3,000 means what it says and the item $5.25 doesn’t mean what it says? 

Admiral Parks. I think I can clarify that a little better. In any 
of these purchase requisitions they put down the pr ice they think it is 
going to cost. In this case I think that that $5.25 was the price that 
they last had bought them at. 

So you are quite correct in stating that the authorization for money 
is limited to the amount shown on that requisition. However, they 
were not limited to buying them at $525, but the total money obli- 
gated by this requisition was limited to that amount. 

Now, before they went ahead and bought these pallets at the 
increased price above the estimate, they should have come in and, I 
presume did, prior to the award, and get additional money to pay 
the additional price. 
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Mr. Houtrtevp. As I see it, this would have brought up the price 

to $19,440, and when they bought 3,500 it totaled an ‘authorization of 

$22,675, which is almost a third more than your authorization. Does 
th: at $22,675 agree with the figure that you gave me ‘ 

Captain MacKenzie. Yes, sir. The increase in the amount. in- 
creased the total money authorizations to $22,680. 

Mr. Houtrtecp. Increased the amount of the pallets bought and the 
increase in the unit price brought it up to that. 

Admiral Parks. No, sir, the increase in authorizations brought 
it up to that. 

Mr. Hotirretp, And the reason for that increase was that they 
bought more and they paid more than the original authorization. 

Captain MacKenzie. That we must presume, since we can’t find 
any evidence that would say otherwise. 

Mr. Hotsrrecp, And if you are not going to go by your authoriza- 
tions, gentlemen, what is the use of issuing them ¢ 

I mean, you can see that they mean nothing in a case like this. 
It ceases to be a check. It ceases to be any curb upon buying. It 
ceases to be a curb upon the price paid. 

Admiral Parks. Mr. Holifield, 1 think I would like to clarify that. 

I am assuming now that they went through the normal channels 
on this thing, they went out and got these bids and the prices were 
more than had been authorized. Consequently they had no authority 
to make a contract for more money than they had been authorized. 
So when they got the bids in, they would have gone in and said, 
“We were wrong in our estimate. Give us more money so we can 
place the contract.” 

Well, presumably that is just what the Bureau did. They changed 
the authorization. Now it is also quite possible, though we don’t 
know, that they gave them authority to buy those 500 extra pallets. 
However, we can’t find any record. 

Mr. Houtrrevp. And it is also quite possible that they did not. 

Admiral Parks. That is also quite possible, that they did not. 

Mr. Houtrretp. Mr. Lipscomb ¢ 

Mr. Lirscomes. Admiral, have any changes been put into effect 
since the procurement of the beverage base that would prohibit ex- 
cessive purchases? Or preclude it, I should say. 

Admiral Parks. Do you have any detailed record on that, Captain 
MacKenzie? 

Captain MacKenzir. No, other than the general, very general rule 
of thumb which says to the activity receiving a requisition for pro- 
curement or issue action, that if the quantity looks excessive, question 
it. “It is your responsibility and your prerogative to question it. 

If the requisitioning activity says, “Well, I have looked at it and 
I still want that amount,” then you accept it unless you feel that 
the degree of excessiveness is just so much out of this world as to 
warrant it, why, then, of course, you can go to that requisitioning 
activity’s next superior in command and get an independent check. 

Mr. Lirescoms. On page 3 of the admiral’s statement he set forth 
some things that have changed in the procurement of the beverage 
base. One, these changes include excessive purchases. 

Captain MacKenzir. Not quantitywise. 
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Admiral Parks. Hold it a minute. As far as beverage base 
is concerned, definitely. Effective controls have been put into effect 
to preclude that, because nobody can buy that stuff out in the field. 
The requisitions have to come into W ashington, the provisions supply 
office buys it, and they make sure that they get good stuff and that 
that they don’t buy any more than is needed, and they have very 
definite stock levels on the stuff. 

Mr. Lirscoms. I understood this morning that the General Account- 
ing Office has submitted certain recommendations in regard to pro- 
curement at Seattle, and that they stated that a great many of them 
had been put into effect. 

Admiral Parks. That was in the MSTS, as to their office methods. 

Mr. Lirscoms. That didn’t affect you ? 

Admiral Parks. No, it didn’t affect us. As I brought out before, 
the purchasing service, the contracting service in the Navy and, as 
a matter of fact, in all activities, is a service department and the 
responsibility of determination of requirements is in the operating 
command, It has always to be the responsibility—the determination 
of “What I need for myself” has to be in the operating command. 

As T said in my statement before, quite often the operating com- 
mands will make unintentional errors, as when they requisition 6,000 
tons of sand when they only want 6,000 pounds of sand. And for that 
reason when requisitions come in they may look out of line. 

It is the duty of the contracting officer of the procurement activity 
to look into it and see if they haven't made a mistake or if somebody 
is using poor judgment, and to refer it back to them. 

Mr. Larscome. Haven't you corrected or improved your procedures 
and safeguards since 19527 

Admiral Parks. As far as beverage base; that is absolutely true. 

Mr. Lirscoms. There must be other areas where there should be 
improvement, too, in other commodities. 

Admiral Parks. Well, for example, in many other cases of commod- 
ities, quite true. The amounts of material to be kept in stock has been 
progressively reduced. 

A reevaluation, for example, in the case of clothing stocks—I believe 
you are familiar with the fact that we found we had too much of 
various items of clothing, and we cut back on that. The procedure 
since that time has been progressively to reduce stocks, reduce pur- 
chases to what is absolutely needed. 

Mr. Lirscoms. In your statement you say “adequate safeguards do 
exist to have precluded this excessive procurement’ referring to the 
beverage base. 

Admiral Pars. That’s right. 

Mr. Lirscoms. Did they exist when it happened / 

Admiral Parks. I think they did. 

Mr. Lirscoms. I don’t see how you come to that conclusion. 

Mr. Hovtrteip. They did exist but 

Admiral Parks. The system failed. 

Mr. Hoxirretp. But they didn’t achieve the result. 

Admiral Parks. That’s right. As Admiral Dietrich said, you can 
put stop lights at every corner. , 
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Mr. Liscomp. Are you blaming it all on the individual and not the 
system ¢ 
* Admiral Parks. I certainly am. I am certainly blaming it all on 
the individuals in this case. 

I admit that there were certain weaknesses in the procedure of the 
Contract Review Board here but principally this has got to be laid at 
the door of individuals. 

Mr. Lirscomp. And still in regard to beverage base. you have made 
certain improvements in your system in beverage base so it won't 
happen again / 

Admiral Parks. Yes, sir. 

Mr. Lirscoms. So that isa correction of the system on beverage base, 
so the individual wasn't involved in the correction made there. It was 
the system that you corrected, not the individual. 

Admiral Parks. Well, the individual is gone, thank God. 

Mr. Houtriecp. But the system remains. 

Mr. Larscoms. But 1 think you have really corrected the system 
since 1953. 

Admiral Parks. Yes. If you are asking a general question have 
we corrected the system, we have made numerous corrections to the 
system. In the case of beverage bases we have made this specific rule 
which prohibits them buying it locally. 

Mr. Houtrrecp. Will the Congressman yield on that point / 

Mr. Lirscomn. I yield. 

Mr. Houiritip. Now, the purchase of beverage base is a very iInsig’ 
nificant item, isn’t it ? 

Admiral Parks. That’s right. 

Mr. Houirietp. There are many other items being bought locally 
that are much more important, is that not true, and greater quantities 
of food, items of food ? 

Admiral Parks. No, sir. The items of food bough locally are 
rather small, that is in number. 

Mr. Houtrteip. Fresh vegetables and fruits and all that sort of 
thing. 

Admiral Parks. No, fresh vegetables and fruits are bought by these 
central Navy area provisions supply offices. 

Mr. Hotrrenp. And they are requisitioned by the port steward from 
them / 

Admiral Parks. That’s right. 

Mr. Honirieirp. He does not buy direct on the market ? 

Admiral Parks. No, sir. We have these area provisions supply 
offices which work with the Army Quartermaster center in Chicago, 
and practically all food is bought either centrally or in these area 
offices. 

Mr. Houirieitp, And they also buy beverage base now ? 

Admiral Parks. Yes, sir. Well, no, they don’t buy beverage base. 
It is bought here in Washington at the provisions supply office. 

Mr. Howiriretp. Why did you not allow them to continue to buy 
beverage base in the regional offices that you have described ? 

Admiral Parks. Well, the beverage base 

Mr. Howirietp. Was it because you got your fingers burned on this 
one case ¢ 

Admiral Parks. Well, to tell the truth, that’s just about it. 
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Mr. Howtrrerp. In other words, you corrected the system by taking 
one item that you had got your fingers burned on and bringing it back 
here to Washington where you could watch it real close, and 3 you left 
other items in your regional area, which may be just as important, and 
dollarwise a great de: al more, where the same thing could oceur, 

Admiral Parks. That is not quite true. Beverage base was never 
bought through these area provisions supply offices. You see, area 
provisions supply offices buy perishable provisions. That is produce, 
eggs, and that sort of thing. 

Now, the dry provisions, the canned provisions, are all bought in 
Chicago and they are shipped out to the various depots. Now there 
are a few items such as crackers, I can’t think of them all, but mostly 
grocery items of that kind, generally of small dollar value, which are 
placed on quarterly contracts at the various ports around the country, 
and as the ships come in they place their requisitions on the supply 
depot, and the orders are placed under these contracts. 

The beverage base was an exception. It was not authorized to be 
stocked in depot stocks. It was only authorized to be procured as 
needed, and the stock levels to be maintained aboard ship—I don’t 
know what was allowed aboard ship, but it is generally not more than 
90 days’ stock aboard ship. 

Mr. Houirietp. Are there any other items that are still left in the 

category of the beverage base for your local purchase ? 

Admiral Parks. So far as I know, none in provisions. 

Mr. Lirscoms. The reason I was asking if there had been changes 
in your procedure was because I don’t want to go away with the 
thought that you haven’t done anything to improve your system since 
1952 ‘that would preclude any excess purchases or procurement such 
as the beverage base, and that could happen in dozens of commodities, 
I think. 

Your contract board was brandnew in 1952, and certainly you must 
have set up different procedures and you must be making constant 
improvements, and yet you say in your statement that they did exist 
in 1952 and they still exist tod: ay just the same. 

Admiral Parks. Let Captain MacKenzie answer that. 

Captain MacKenzir. I think I can clarify the intent of our state- 
ment, which was that the controls in effect at the time of these pro- 
cedures, had they been followed to the “umpteenth” degree, judging 
it now in the hindsight rather than at the time, these excessive quan- 
tities would probs tbly not have been procured. 

I base that on the fact that had the naval supply depot questioned 
the excess quantities, posed the question to somebody higher than Lieu- 
tenant Halstead, the whole thing would have probably stopped right 
then and there, but they did not. 

Mr. Liescomn. Would they today? 

Captain MacKenztr. | think they would today on the basis of 
relative degrees of excessiveness. I think even then had Commander 

“auntz been on board at that time. they woul have probably ques- 
tioned him and not Lieutenant Halstead. 

Mrs. Grirriras What do you do in the Navy ‘o people like Moeller 
and people above him? If this woman, whacever her name was, 
would have gone above her immediate superior, what would have 
happened to her? 

Admiral Parks. She did go above him and nothing happened. 
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Mrs. Grirrirus. And she went to Commander Moeller. So then 
what happens to her if she keeps on going above these people. Sup- 
posing she had been wrong and gone above them, she is put in a ter 
rific position, isn’t she ¢ 

Captain MacKenzir. An undiplomatic position, to say the least. 

Mrs. Grirritus. Very. There is a limit to how far they can go. 

Captain MacKenzir. From the standpoint of philosophy, many 
commanding officers have channels of information which they de- 
velop whic h are not known to the medium officers through which the Vv 
find these things out, take their action without ever embarrassing the 
individual involved. 


SECOND SET OF REQUISITIONS QUESTIONED 


Now, apparently such a channel did not exist in this case. How- 
ever, it is significant that on the second set of requisitions Commander 
Moeller did report these excessive quantities to the commanding 
officer of the naval supply depot, who said, “Well, let’s check these 
quantities with the local office,’ so Commander Moeller went back 
and checked with Lieutenant Halstead. 

Mr. Hourietp. Now what did Lieutenant Halstead tell Com- 
mander Moeller at that time? 

Captain MacKenzir. According te our information, he is rumored 
to have told Commander Moeller: 

If you don’t want to buy them for us, let us have the requisitions back and 
we will send them to some place else to buy it. 

Mr. Ho .irietp. Yes, I believe we have it right here. This is the 
testimony I believe of Capt. George L. Thomas, who was a captain in 
the Supply Corps at that time in Seattle. He says in answer to a 
question [reading | : 

My purchasing officer at that time was Lieutenant Commander Moeller. He 


notified me that a second order had been received which I believe occurred about 
3 or 4 weeks after the first order, and he questioned the quantity that was being 
purchased within such a short time after the first purchase had been made. 

I told him to call up the officer who had signed it, who I believe was Lieutenant 
Halstead, and ascertain whether it was a duplicate or a repeat order. Lieu 
tenant Commander Moeller was told in substance that if he did not want to buy 
it, the requisition would be forwarded to headquarte rs in Washington and they 
would buy it, which was sufficient evidence that MSTS NORPAC Subarea desired 
the second purchase. 

Now Lieutenant Commander Moeller was told by Lieutenant 


Halstead: 


Well, Commander, you question this, but if you don’t approve it, I will send it 
back to Washington and get it approved. 

Now, that is in substance what he was told according to Captain 
Thomas’ testimony. Isn't this a rather unusual circumstance of a lieu 
tenant imposing his will upon a commander / 

Admiral Parks. The whole thing is completely unusuat. 

Admiral Drerricn. I hope you will give me the opportunity, Mr. 
Chairman, to comment on that at the appropriate time. 

Mr. Houtrietp. There is no time like the present. I think it should 
go in the record at this point. 

Admiral Dierricn. I appreciate and relish the opportunity. 
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lL have no information, Mr. Chairman, on that entry other than te 
What you have in front of you there in the record. The testimony of tat 
Captain Thomas was given under oath. Without bringing attention Is t 
_ the fact that that is entirely hearsay evidence, of course, insofar as I 
Captain Thomas is concerned, but referring only to what Lieutenant mia 
Commander Moeller is reported to have said, what Lieutenant Hal- of | 
stead said to him is fantastic in that in Washington we do not, the 7 
| Headquarters Co: mand MSTS, does not buy quantities of this sort Lo: 
for the various agencies, for the various branches and operating forces nia 
of MSTS. pat 
Our entire system doesn’t work that way for the first thing, and if cn 
Lieutenant Halstead made this remark as reported by Lieutenant tio 
Commander Moeller, it was possibly bravado or an implied threat or oer 
someone pushed in a corner trying to get himself out of it that way, 
wid hoping it would work possibly. ( 
jut Insofar as the possibility that that could have taken place, 1 to 
would just like to make it clear to the committee that that procedure he 
would not, does not exist in the Military Sea Transportation Service tie 
und would not be countenanced had it been attempted. | 

Mr. Hontrieup. Tam certain in my own mind that if the leutenant 
commander told the truth in this instance that Lieutenant Halstead 
either knew that Lieutenant Commander Moeller would not protest 
this statement of his—and there is no doubt in my mind that he knew ie 
that such a reference to Washington would be self-defeating in its iB 
very essence—but it might indicate that Lieutenant Commander re 
Moeller and Lieutenant Commander Halstead were in collusion on the 
matter, or else Lieutenant Commander Moeller would have probably a 
gone to his superior at that moment and told his superior of the threat 1 
which had been made. 

Admiral Dierricu. I think the chairman’s deductions are emi- 
nently sound. pt 

Mr. Lirscomp. Admiral, could you tell me what class 56 is in the pan 
general storage section of the naval materials catalog / = 

Admiral Parks. It covers provisions. - 

Mr. Lirscomp. All provisions / g 

Admiral Parks. All provisions. Of course, as you know, we have 7 
a new Federal catalog in which provisions is called another class now. Vis 
The number escapes me, but at that time class 56 was the Federal class. a 
It covered provisions and fodder, horse food. 

Mr. Lirpscomn. In your statement on page 4 you bring up as a matter a 
of interest the assistant officer in charge, the Navy purchasing officer, 
Los Angeles negotiated the airplane ‘contract. ‘Did you bring that a 
up just to indicate that the statement in the General Accounting Office by 
report was In error / 

NEGOTIATION OF NAVY CONTRACT FOR AIR TRANSPORTATION - 

Admiral Parks. That Moeller negotiated the contract ? p 

Mr. Lipscomn. Yes, sir. 

Admiral Parks. I can’t recall what the General Accounting Office 
statement says. However, Moeller did not negotiate that contract. i 

Mr. Lirscomn. But you don’t know how much he had to do with it ? 

Admiral Parks. No, I don’t. I think Captain MacKenzie has more hi 


details on that. 
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Captain MacKenzir. Very briefly, we are talking about the nego 
tiations that ended up in a contract commencing July 1, 1952. That 
is the one we are talking about. 

Based on the information that we have been able to obtain, Com 
mander Moeller only participated to the extent of sitting in on a couple 
of the conferences. 

Then Lieutenant Commander Malloy from Navy Purchasing Office, 
Los Angeles, actually was the negotiator for the new contract, and we 
made that statement ‘simply to indicate the degree of Moeller’s partici 
pation in that particular contract by way of indicating that we 
couldn’t see how he could have influenced the award or the negotia 
tions. Now, that is different, of course, from the October 1951 busi 
less. 

Mr. Lipescomer. But he did sit in once or twice on the negotiations / 

Captain MacKenzie. That is as far as we endeavored to find out 
to what degree did he participate, and outside of the statement that 
he sat in on one or two of the conferences, we can find him not par 
ticipating to any greater degree than that. 

Mr. I louie ieLD. Mr. Eckhart. 


CONTRACT REVIEW BOARD PROCEDURES 


Mr. Eckuarr. | would like to go over a little of the area that has 
already been covered. In connection with your Contract Review 
Loard, that was established at NSD Seattle, what was the authority 
for the establishment of that board / 

Admiral Parks. This was a Busanda instruction which was sent out 
under date of February 8. It was Busanda Instruction 4250 of 
February 8, 1952. 

This instruction was issued as a result of the fact that certain of our 
purchasing activities had already set up a contract review board as a 
useful tool of management, and we had found that it was a good thing, 
and we sent it out to all our purchasing activities, all our ‘goods pur 
chasing activities and directed that they set them up. 

Mr. Ecxunart. As I understand it, this 4250.5 directive of Februar y 
8S was implemented at NSD on the 17th of Mare h 1952, put out an office 
order, procurement branch, subject “Contract Review Board, estab 
lishment of.” 

Admiral Parks. We don’t have the date on our copy of this. 

Captain MacKenzie. Our copy of naval supply depot’s order 
not dated. 

Mr. Ecxuarr. The copy I have is March 17, 1952, which would be 
about a month a a half after your directive. It indicates their action 
by the board under subparagraph (d) of 2 proposed current actions. 

| Reading : | 

Receiving the approval of the board such approval shall be indieated by each 
member in attendance fixing his signature to the award sheet or other appro 
priate document. 

Was that being done at that time / 

Captain MacKenzir. So far as our records show, we can find no 
indication of any following through on those specifie acts. 

Mr. Ecxnarr. The next sentence [reading]: 

In the event unanimous agreement cannot be obtained, the senior member of 
the board shall resolve the issue and such decision shall be final 
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Captain MacKenzir. There is your chairman acting with his au- celv: 
thority. at tl 
Mr. Ecknartr. Now, has that been changed ? still 
Captain MacKenzir. No. It is still the chairman controlling his © 
Review Board. or 0 
Mr. Eckuarr. Has your 4250.5 directive been amended since that supe 
time ¢ N 
Captain MacKenzie. Not insofar as the general intent. It has been We 
amended slightly to clarify the membership of the Board, particularly pres 
with respect to counsel. M 
Mr. Eckuarr. What about the method of presentment of the cases anot 
or the contracts to the board, has that been changed ? C 
Captain MacKenzie. No, that hasn't been changed basically because M 
the Bureau of Supplies and Accounts directive leaves it wp to the local C 
commanding officer, or officer in charge, to select the type of contracts h 
that must be reviewed by the board. C: 
Mr. Eckuarr. Well, this goes to the method of presentment rather kno 


than the type of contract over which the board would have juris- 
diction. And section 5 of this Executive order reads: 


M 
> 
All applicable purchase actions shall be presented to the board by the person - 
€: 


directly concerned or the immediate supervisor. The person making the presen- 
tation should be completely familiar with the case and have the facts and figures 
readily available. 





M 

And so on. To me that provides for nothing more than the indi- and 
vidual just making a mental note of the fact that he negotiated a par- Rev 
ticular contract, and he does fall within these categories, and if he ¢ 
remembers to bring it up at the time the board meets, that action would tod: 
be taken on it. N 
Captain MacKenzie. No, it is not quite that. Within this frame- C 
work \ 
Mr. Eexuarr. Is there any recorder of this board or any secretary tha 


who would get the information, collate this contract information from ( 
all the people in the purchasing section, and have an agenda for the 
board ¢ 

Captain MacKenzie. No. The way it actually works, it is not that 
formal a proceeding. The negotiator or the buyer comes in with all 
of his papers, his contract folder, and he relates verbally, going through 
his papers, all of the transactions and steps that have been taken in 


connection with this particular procurement. He also describes the M 
specification used, the quantities being bought, anything that he has the 
done with respect to trying to get a change in the specifications. Roy 


Mr. Hortrrme tp. Whether it is a competitive bid or negotiated bid? 

Captain MacKenzir. That’sright. He has all the papers there that 
he is relating this from. In many cases if everything looks nice and 
clean, maybe the board will rest and sign the award sheet right then 
and there based upon the verbal presentation. 

[f it is a more complicated case, he will see that folder being passed 
around to each member of the board who reviews it in detail. You 
have the counsel reviewing it too, so that your record of the proceeding 
is really the contract folder itself with this notation sheet placed on the 
folder. 

Mr. Eckxuarr. The fact that the person who negotiated the contract 
was being held responsible for presenting it to the board, it is con- 


sy 





a 
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ceivable that something else would take priority over his attendance 
at the board, and there is no instrument by which that contract could 
still come before the board for review, as I read this section. 

Captain MacKenzie. It could be done 1 of 2 ways: The actual buyer 
or negotiator could present the case, or that buyer’s or negotiator’s 
supervisor could present the case. 

Now, some activities do it one way, some activities do it the other. 
We recommend to our activities that they have the actual negotiator 
present it. 

Mr. Houirieip. But in any event, all of the contracts at some time or 
another are presented to this board. 

Captain MacKenzie. Above whatever limitationwise 

Mr. Houtrietp. Above the price limitation. 

Captain MacKenzip. Yes, 

Mrs. Grirrirus. Who is on the board in Seattle / 

Captain MacKenzie. I don’t know the other membership. I do 
know the chairman of it is a Lieutenant Commander Russell. 

Mrs. Grirrirus. What is his position / 

Captain MacKenzie. His position is head of the Procurement 
Branch. 

Mrs. Grirrirus. And what are the other personnel ? 

Captain MacKenzie. I do not know the composition of that; no. 

Mr. Howirievp. Will you obtain the rank and the civil-service status 
und the number of personnel, the salaries paid the civilians on that 
Review Board ¢ 


Captain MacKenzie. That is the Review Board that is in effect 


today ¢ 

Mr. Houtrieip. Today. 

Captain MacKenzir. Yes, indeed, I will, sir. 

Mr. Houirietp. We would like to see how it varies from the board 
that you had at this time. 

(The material referred to follows :) 


DEPARTMENT OF THE NAVY, 
BUREAU OF SUPPLIES AND ACCOUNTS, 
Washington, D. C., June 27, 1955. 
Hon. CHetr HOLIFIELD, 
Chairman, Subcommittee on Military Operations, 
House Committee on Government Operations, 
House of Representatives, Washington, D. C. 

My Dear Mr. Ho.wirtetp: In the hearings held on June 24, 1955, concerning 
the procurement of beverage base at Seattle, Wash., Congresswoman Griffiths 
requested additional details regarding the present composition of the Contract 
Review Board at the Naval Supply Depot, Seattle. 

The following individuals are now members of this Board: 

Lt. Comdr. G. D. Russell, Supply Corps, United States Navy, Procurement 
branch officer. 

Lt. (jg) C. E. Rice, Supply Corps, United States Navy, Assistant Procure 
ment Branch officer. 

William Kimball, civilian, GS—9, supervisor, Procurement Branch, annual 
salary, $5,810. 

Mymona Rist, civilian, GS—6, supervisor, Contract Administration Section, 
annual salary, $4,545. 

This Board acts in an advisory capacity to the Procurement Branch officer. 

In the event any further information is desired, please inform me. 

Sincerely yours, 
R. J. ARNOLD. 
By Joe, D. Parks, 
Rear Admiral, Supply Corps, United States Navy, 
icting Chief of Bureau. 
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Mr. Ecxuarr. In connection with the beverage base, Admiral, 
understand that you have gone to centralized procurement. 


Admiral Parks. That’ s right. Ca 
Mr. Eck marr. Was that not the case with the pallets, that the usual Ad 
procedure was to procure all of those centrally. in th 
Admiral Parks. That’s right. solely 
Mr. Ecknarr. And with this requisition from BUSANDA to the curer 
field, it authorized local procurement and they did take advantage of M1 
that privilege that was accorded to them, of procuring locally. can't 
Admiral Parks. That’s right. Ad 
Mr. Eckuary. So it is possible that if you made exceptions to cen- steps 
tralized procurement with beverage base and authorized installations Bu 


to procure it locally, the same thing would happen with beverage base 
as happened with pallets ¢ 

Admiral Parks. That is true, that once you have made a rule you can 
always make exceptions, but you have to have some pretty good rea 


with 
activ 
tioh 

signa 


sons why you make an exception. made 
Now, in the case of these pallets, 1 don’t know what the reason for Mi 
the exception was at that time other than to simply guess that it was and ] 
the press of the Korean war, and that the procurement at that time Ac 
Was necessary for the supply depot to carry out its mission. divo. 
Mr. Ecxuarr. When was this procedure changed prohibiting any M 
local procurement of beverage base ¢ ship 
Admiral Parks. That was changed early in this spring. Ac 
Mr. Ecknarr. Do you know the approximate date ? M 
Captain McKenzie. April 13, 1955. reco! 
Mr. Eckxuarr. From the time that the board of inquiry at Seattle Ac 
met and made its recommendations in 1953 with respect to this suecess- M: 
ful procurement, no action was taken to change the method of pro- proh 
curement until the spring of 1955. C: 
Captain MacKenzie. Only with respect, I think, to specifications. M 
Mr. Ecxuarr. There was no problem of specifications here, was the 3 
a re, Captain ¢ Nav’ 
Captain MacKenzie. Well, speaking of beverage bases in general Nav: 
and not of any one particular brand, there has been ever since May by tl 
1951 a progressive development in specifications. Originally they had Sk; 
a joint Army-Navy specification. for 1 
Mr. Eckuarr. We are just talking in terms of procedures. C 
Mr. Horirivip. We are not interested in whether this is a good afloa 
article or bad article. We have had testimony that it is not a tasty M 


article and that it deteriorates, a certain percentage of it deteriorates. 
That is beside the point. 

The thing we are interested in really is your procurement pro- 
cedures, Captain. 

Captain MacKenzie. I think one change was made, and this was 
not directly aimed at the Seattle occurrence. In September 1952 there 


isn’t 


A 


1 
was a change in the previous method of procurement which was to oan 
buy it locally on a spot basis as needed. A 

Mr. Eexuarr. This was about a month, Captain, before the MST beve 
“ee met and held its hearings and made its recommendations? C; 
Captain MacKenzie. That’s right. oak 
Mr. Ecknarr. What has been done post the recommendations of Sow’ 


the Board of Inquiry of MSTS? ‘s tl 


195! 
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LOCAL PROCUREMENT OF BEVERAGE BASE RESTRICTED 


Captain MacKenzie. Procurementwise, nothing until April 1955. 

Admiral Parks. I should = out that the Board of Proceedings 
in the MSTS was concerned, I recall Admiral Dietrich saying, 
solely with the requisitioning of an excessive amount, not with pro- 
curement. Now,as has been pointed out here before 

Mr. Hourriecp. Wait a minute, procurement of an excessive amount 
can’t be divorced from procurement. 

Admiral Parks. The requisitioning? Well, they are two separate 
steps. One is the requisitioning and the second is procurement. 

But the MSTS Board was concerned, I believe, almost completely 
with the excessive requirements being placed on the procurement 
activity, which the procurement eetiite regrettably failed to ques- 
tion at a high enough level. But that in itself was not a danger 
signal to change procurement methods, because the basic error was 
made in the original determination of requirements. 

Mr. Houirietp. But now you have transferred both requirements 
and procurements back to Washington. 

Admiral Parks. Not requirements. Requirements can never be 
divorced from command. 

Mr. Houtrretp. Then the requirements does come directly from the 
ship to the port steward as in the past ¢ 

Admiral Parks. Yes. 

Mr. Honey. And requisitions are made out on the basis of those 
recommendations ¢ 

Admiral Parks. Yes. 

Mr. Eckuarr. Captain MacKenzie, could you repeat the date that 
prohibition was put into effect against local procurement of this? 

Captain MacKenzim. That was April 13, 1955. 

Mr. Ecexuarr. I have information here that has been taken from 
the records of Hal B. Grubbs & Co., who was supplying this to the 
Navy on the west coast for resale throughout the 11th, 12th, and 13th 
Naval Districts from November 30, 1954, to May 26, 1955, and billed 
by the Apex Distribut ing Co., Ine... which totaled S65. LOO, 

Admiral Parks. That is for resale. They sell this same product 
for resale as an ice-cream flavoring; isn’t that correct / 

Captain MacKenzir. Both ways. They buy it for ship stores 
afloat use as an ice-cream flavoring, and also to make up soft drinks. 
_ Mrs. Grirriras. You mean this is the equivalent of drinking vanilla, 
isn’t it ? 

Admiral Parks. Not quite; no. 

Captain MackKenzre. Let’s say suitably diluted vanilla. 

Mr. Ecnirarr. What I am getting at, Admiral, what would prevent 
the people that are buying this for placing on ships for resale, to 
negotiate for another 1,300 cases of Quix’? I mean, it is. still 
authorized. 

Admiral Parks. It is authorized, I mean, the procurement—is 
beverage base authorized ? 

Captain MacKenzie. I think I can explain it. We have two differ- 
ent sides of the house here. One is the beverage base that is procured 
for consumption in the general mess as an item of subsistence. That 
is the one on which local procurements were stopped as of April 13, 
1955 
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The other phase, or procurements for ship stores use where some 
restrictions were taken on April 14, 1955, which precluded all local 
procurement of this product for use by ships-stores ashore, by Navy 
exchanges or in commissary stores, 

There was no specific action taken at this time with respect to cen- 
tralizing any procurement for ships-stores afloat use because it was 
felt that it might unduly restrict the ability of the vessels to get items 
that they needed on short notice. 

Mr. Ecknarr. Evidently the Navy is still dealing with this Apex 
Distributing Co. in fairly large quantities. Has the Navy considered 
the possibility of conducting an investigation with respect to this 
company since they have received this information that the GAO 
report has revealed ? 

Admiral Parks. Definitely. Captain MacKenzie and I have 
worked on this thing here and the only hole left where they can sell 
is to these ships-stores for fountain use. 

Mr. Tlouirtetp. Is that appropriated funds? 

Admiral Parks. It is appropriated funds. Ships-stores afloat use 
appropriated funds. However, we intend to close that loophole 
immediately. 

Mr. Ecknarr. How do you propose to do it, Admiral ? 

Admiral Parks. Just say you shall buy no more Quix, Measurite- 
they sell the stuff under about 5 different names. 

Mr. Ecknarr. Would the Navy be in a position of being criticized 
for making an arbitrary decision there ? 

Admiral Parks. We have got to be very careful about that. How- 
ever, we do think that this product is being pushed to a point, and 
we don’t think it is a particularly good product. Certainly we want 
to be sure we are getting our money’s worth out of it. 

So just how we will proceed on that, I don’t know. I can’t tell 
youright now. But we are going to stop it someway. 

Mr. Ecxuarr. Are you aware of the fact that the Office of Naval 
Investigation is conducting an investigation in this area ? 

Admiral Parks. In this area? Yes, sir, I do know. 

Mr. Ecknartr. We have some other information here on which al- 
legedly Mr. Finer, who is the president of Apex, very recently made 
the statement that the U.S. S. Bon Homme Richard was one of his 
largest volume customers. 

The thing that troubles me there is how he could indicate that 
| particular ship was 1 of his largest customers unless he could show a 
continuous pattern of selling to that 1 vessel. 

Admiral Parks. I can’t comment on that. 

Captain MacKenzie. I cannot give factual evidence. I can make a 
guess. 

Number one, Mr. Finer may have been talking for sales purposes. 
He may not have been talking in the sense that “I have gotten large 
recurring orders over a period of time from this ship.” 

I think he was basing his statement on the fact that he had gotten 
maybe a very large order, and I am not sure of these dates now- 
the Pon Homme Richard was iv the San Francisco Naval Shipyard 
for conversion for about a year and a half while they revised her 
flight deck, during which time she had no crew aboard, and hence 
wasn’t placing any orders for anything. 
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Now. when she came out and was manned, there were probably large 
initial orders of all sorts of things in order to start filling up the 
stores rooms to 2 satisfactory stock ‘level. 

Mr. Ecxnarr. Mr. Chairman, I have one other thing I would like 
to cover in connection with this pallet contract. Do you have a copy 
of this GAO report there ? 

I direct your attention, Captain MacKenzie, to that form that is 
identified as exhibit No. 20, sheet 1 of 1, the back of this report. 

Would you tell the committee what the purpose of this form is, 
What it purports to be. 

Captain MacKenzie. Basically the purpose of this form is to find 
out from the proposed contractor information with respect to the 
status of the company, the name of the partners, and also informa- 
tion regarding the number of his employees, that is with respect te 
:mall business aspects of any procurement. 

Mr. Eckuarr. Is there a requirement that this form be executed 
by those about to do business with the Government or at NSD4 

Admiral Parxs. How do you mean? 

Captain MacKenzie. How do you mean? In other words, this 
form must be executed by somebody in authority 

Mr. Ecxrarr. No, someone who proposes to do business with some- 
* in authority, the naval supply depot. 

Captain MacKenzir. This form is sent out, of course, by the naval 
supply depot to be filled in by the prospective contractor and returned. 

Mr. Ecxuarr. And the Navy is sup yposed to rely upon the infor- 
— contained here for procurement actions? 

Captain MacKernzir. No, not completely. This is just one source 
of information. 

Mr. Ecknarr. I just want to make one point in connection with 
this, Mr. Chairman, and that is to submit to the con:mittee the fact 
that the Navy is supposed to rely upon this document, for at least 
some information about the contractor, and this is signed by G. K. 
Griffith, sales manager, Mareh 1951, and according to Mr. Crook, one 
of the senior partners of the Nepa Construction Co., he indicated 
that Mr. Griffith had no authority to execute this paper nor to repre- 
sent the company in any way. 

It is brought up only for the purpose of pointing out the nonutility 
of the document of this nature. In other words, if any individual 
could sign this document representing a particular company, point- 
ing out there are other avenues opened to you to find out if this man 
is the gentleman he represents himself to be and is authorized to act 
in behalf of the coroporation. 

Admiral Parks. There are lots of avenues. In large contracts the 
preaward survey generally checks wp on this. 

As you noticed down there, one of the perpeses of this award is 
to find out whether he is a small-business man or not, and before award 
would be made on small-business reasons why, of course, additional 
information would be required. This is sort of preliminary informa- 
tion which, in a large contract, would be followed up by further in 
vestigation. 

Mr. Eckuarr. Exhibit No. 19, which immediately precedes that in 
the report, the letter to Nepa Construction Co., indicates that this 
confirms negotiations between Mr. Griffith, Nepa Construction and 
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the undersigned. That is at the time of the receipt of letters by Nepa this 


Construction Co. the question arose as to his incapacity to represent Saale 
the company. ; Kc 
Mr. Lirescoms. Mr. Chairman. Caw 
Mr. Houtrietp. Mr. Lipscomb. Wail 

: way 

OPERATION OF CHIEF PETTY OFFICERS’ MESS X 


busi 
The 


simp 


Mr. Larscoms. Admiral, would you tell me who has supervision 
over the chief petty officers’ mess ? 

Admiral Parks. The chief petty officers’ messes are run in accord- 
ance with regulations prescribed by the Bureau of Naval Personnel, 
which Captain Fahy can tell you about. They come under the juris- 
diction of Bureau of Personnel—they are a cooperative, that is, 
chief petty officers’ messes open. They are like a commissioned offi- 
cers’ mess. 

Mr. Lipscoms. Who made the audit that disclosed the $2,500 short- 
age of funds / 

Admiral Parks. I can’t say. Presumably a Navy audit team. 

Mr. Lirscoms. And who took the action against Mr. Caraway or 
performed the agreement that was taken between the two / 


men 

vesti 

need 
Ca 
M 


he a 


Admiral Parks. I can’t answer that. mse 
Captain Fanny. 1 can’t answer it either. I never heard of it until we 
today thin! 


Ae 
arou 
some 

Ye 
chiet 
It cc 


Mr. Liescoms. In going over this audit, I mean it was of no concern 
that Mr. Caraway might possibly have absconded with $2,500 from the 
officers’ petty mess ¢ 

Admiral Parks. The Bureau of Personnel knew mine it because it 
must have been reported in the usual course of events. Captain Fahy 
comes from another side of the house in Bureau of Personnel, and it oe 
probably wouldn't have come to his attention at all. ar 

However, the fact that this shortage occurred had to be reported M 
to the Bureau of Naval Personnel. They have to make a monthly | 
statement, isn’t that right, Captain ¢ 

Captain Fany. I believe so. 

Admiral Parks. And that would have been reported and that pre- 
sumably has all been gone into / 

Mr. Lirscoms. To whom would we go to get more information on 
how that was handled ¢ 

Admiral Parks. Maybe Captain Fahy can answer that. 

Captain Fay. Those messes come under the Assistant Chief of 
Morale Services and Welfare, and I presume those things would be 


few 
Ca 
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Ce 
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reported to his office. oi 
Mr. Lipscomp. There is no one here we can discuss this with at all 4 order 
Captain Fany. No: not here. These were nonappropriated funds, his ¢ 
incidentally. other 
Mr. Lirscomp. Mr. Caraway could have been responsible for it and ears 
Mr. Caraway still did business and has wound up in this Beverage of M: 
Base Report, so it all has some bearing on the pattern that was fol- on A 
lowed between Caraway and Lieutenant Halstead. cunt 
Captain Fany. All this happened at the same time, apparently the wan 
beverage base—as I understand it, he got fired from the club in June contr 


or May 1952. Mix i 
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Mr. Lirscoms. But if the Navy made a ne investigation of 
this particular case, they would run across Mr. Caraway and also his 
background, possibly absconding with this money, and other things. 

Admiral Parks. Attention should be invited to the fact that the 
Navy never had any contracts with Mr. Caraway. (¢ mee 
Moeller, nobody in the Navy had any official contacts with Mr. Cara- 
way except in his capacity in the chief petty officers’ mess. 

Now Mr. Moeller and Lieutenant Halstead apparently had certain 
business association contacts with him, but he wasn’t the contractor. 
The contractor was this Harold B. Grubbs outfit which apparently 
simply handled the orders and delivery was made by the Apex people. 

This fellow Caraway was simply, I guess, a — r for the product, 
but he never came into official contact with the Navy contract author- 
ity. They never knew he existed until we saw this report. 

Mr. Lirscoms. But on the face of it, there are all three of ao 
men working together on this particular thing, which should be i 
vestigated by someone and is, I assume, because it indicates that it 
needs investigation. 

Captain Fany. I understand the FBI is doing that. 

Mr. Lirscoms. If Caraway worked indirectly for the Navy and if 
he absconded with $2,500, and he was released of any obligation, I 
don’t know what action was taken against him, but if he was released 
and allowed to go out and still work around the base, why I don’t 
think it is quite right. 

Admiral Parks. There is no indication he was allowed to work 
around the base. All the evidence here is that it was conducted at 
some hotel in Seattle. 

You must remember that all three of these people were old-time 
chief petty officers, probably knew each other back for many years. 
It could have been just an ordinary innocent friendship, but it ap- 
pears to be something that went beyond that. 

Mr. Lirscomn. There is a red flag around some place. 

Mr. Houtrretp. We are going to have to terminate within a very 
few minutes. 

Captain Fahy, you furnished the committee a eee which is 
chronological in order and, as you have already been questioned on 
certain points of interest to us, the committee will be glad to accept 
your statement as prepared, rather than have you give it in detail. 

Captain Fany. I will be glad to have it done that w ay, sir. 

(The statement of Captain Fahy is as follows :) 


STATEMENT OF Capt. J. S. Fany, UNITED STATES Navy, 
HErEAD, OrFICER PERFORMANCE BRANCH 


The Commander, Military Sea Transportation Service, North Pacifie Area, 
ordered an investigation into the overpurchase of Beverage Mix by members of 
his command under date of June 18, 1953. This investigation found, among 
other things, that the beverage base was requisitioned by the Military Sea Trans- 
portation Service, North Pacific Subarea, and procured on three negotiated 
contracts by the Naval Supply Depot, Seattle, from two firms, during the period 
of May 1, 1952, and June 13, 1952; that delivery and inspection was completed 
on August 7, 1952, and final payment effected on September 17, 1952; that one 
contract with Hal B. Grubbs & Co. dated May 8 was for 1,000 cases of Quix 
Mix in the amount of $70,200; that a second contract dated May 8 with Towne 
Talk Co. was for 900 cases Town Pride in the amount of $16,200; and the third 
contract, dated June 13, was with Hal B. Grubbs & Co. for 1,300 cases Quick 
Mix in the amount of $91,260; that the procurement of the beverage base was in 
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compliance with existing instructions and it was placed on board passenger 
vessels assigned to MSTS NORPAC SUBAREA immediately upon receipt; that 
orders of such large quantities of subject material are considered excessive and 
unnecessary; that the quarterly inventory as of March 31, 1953, indicated that 
beverage base to the invoice value of $139,952.85 was on board passenger ves 
sels assigned to MSTS NORPAC SUBAREA; that as of March 31, 1953, the 
beverage base on board such vessels was in usable condition with the exception 
of 52 cases of Town Pride, at an invoice value of $986 had been surveved by 
the U. S. N. S. Jemes O’Hara because of deterioration of containers and a 
survey of like m:i-cial was anticipated from the U. 8S. N. S. General M. 3. 
Patrick; that the U. S. N. S. Marine Lyne had, on December 30, 1952, on Feb- 
ruary 28, 1953, and on March 3, 1953, surveyed a total of 257 cases of Towne 
Talk Co. products of a value of $4,626 because of deterioration of containers: 
that the purchase contracts contained a guaranty Clause; that during the 
course of the investigation detinite and positive action had been instituted by 
NSD Seattle, at the request of Supply Division MSTS—NORPAC SUBAREA, to 
obtain reimbursement for known losses; that the sales manager for the Quix 
Flavoring Extract Corp. indicated by his testimony that the manufacturers un- 
conditionally guaranteed their product and would replace any deteriorated bev- 
erige base supplied by their company; that all requisitions were initiated and 
signed by Lt. J. E. Halstead, SC, United States Navy, Acting Head, Supply 
Division, MSTS NORPAC SUBAREA, during the authorized absence and with- 
out the knowledge or approval of Comdr, T. C. Fauntz, SC, United States Navy, 
the assigned Director; that the requisitions were submitted without consulta- 
tion with, or the knowledge of, any other person assigned to the Supply Divi- 
sion, and were not the result of requests for this product submitted by the chief 
stewards assigned to vessels of the command; that Lieutenant Halstead was 
detached on Jvme 380, 1952. and subsequently retired from the United States 
naval service; and that the average consumption of beverage base by the 11 
pussenger vessels of the command was approximately $3,000 per vessel for 
over a LO months’ period: that Commander Fauntz was negligent in the per- 
formance of his duty as Director, Supply Division, in that he failed to require 
a complete investigation into the circumstances surrounding the purchase of 
the beverege mix when the purchase was first brought to his attention, in that 
he failed to require an investization into the actions of Lieutenant Halstead 
upon becoming aware of the existence of the second series of requisitions under 
dates of June 6, 7, 1952, in that he failed to take the necessary personal action 
to insure the suspension of the last of the three contracts or to insist that it 
be renegotiated, in that he failed to take positive action to effect proper dispo- 
sition of the excess quantities of beverage base when it became evident an 
excess existed, in that he failed to require of his subordinates the necessary 
cooperation to insure the satisfactory solution to the task he assigned his as- 
sistant, Lieutenant Nichols; in that he failed to take the necessary action to 
acquaint himself with the terms of the contracts and institute prompt action 
for the recovery of the money values, or to obtain replacement in kind, of the 
beverage base surveyed; and in that the Supply Division headed by Commander 
Fauntz is so organized that even the civilian administrative assistant to the 
Director professes ignorance of the acts of his subordinates. 

Upon reinvestigation ordered by Commander, Military Sea ‘Transportation 
Service before which Lieutenant Halstead appeared as a party, it was found 
that negotiations were then in progress to recover losses sustained by the United 
States Government through deterioration of beverage base and containers: that 
the surveys of the beverage base to date were justified and proper; that the 
use of the beverage base had been accelerated and trasferred to other areas 
effected; that as of June 1, 1953, there were 1,680 cases of Quix and 259 cases of 
Towne Talk on hand and 48 cases of Quix and 522 cases of Towne Talk had 
been surveyed ; that the Quix Mix was issued to the ships as a force issue; that 
Lieutenant Halstead considered 100 cases per ship to be a 1 month’s supply and 
he submitted requisitions for 100 cases per ship after an interval of 30 days from 
the first requisition; that the requisitions were not submitted in accordance with 
the normal routine within the supply department; that from time to time non- 
standard items of provisions were issued to NORPAC ships and in such cases the 
requisitions were made out and signed by Lieutenant Halstead instead of being 
handled in the normal routine manner. The board recommended disciplinary 
action be taken against Lieutenant Halstead and Commander Fauntz, his 
superior. 
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2. Commander, Military Sea Transportation Service, North Pacific Sub- 
Area, in his review and evaluation of the evidence contained in the proceedings, 
stated that the procedure used in the requisitioning of the beverage base by 
Lieutenant Halstead was highly irregular, as evidenced by the fact that per- 
sonnel in the Supply Division learned of it only when the invoices were presented 
and the beverage base had been delivered, but there was nothing in the record 
to prove a willful violation of any statute or naval regulation: that there was 
no irregularity involved in the actual purchase and the Government, regardless 
of the procedural irregularities and poor judgment used in requisitioning such 
a large quantity of the beverage base, had not suflered irreparable damage, 
since the concentrate was being used and suppliers had indicated a willingness 
to replace beverage base found unusable either through spoilage or through 
damage to containers. 

Commander, MSTS NORPAC Subarea, commented, as to disciplinary action, 
that the record disclosed that Lieutenant Halstead exercisde consistently poor 
judgement in the performance of his duties and that his inadequate adminis- 
tration of the Supply Division in the absence of the Division Director was 
more attributable to ineptitude than to negligence or culpable inefficiency : that 
his testimony did not disclose any criminal act on his part or a willful breach 
of any specific Federal statute or naval regulation, nor the receipt of improper 
emoluments or gratuit’'es from the companies selling the beverage base con- 
centrate: that while his method of and reasons for requisitioning the beverage 
mix were concededly suspect, it was believed that no sound legal basis existed 
for recommending disciplinary action against him, and it was believed that 
no good would be accomplished by recalling him from retirement for discipli- 
hary purposes; that as toe Commander Fauntz, the record teemed with evi- 
dence of his incompetence, that it was thought that a letter of reprimand was 
the most efficacious form of disciplinary action called for in his case, and that 
he hed received an unsatisfactory fitness report on detachment; that the rec- 
ommendation of the investigating officers as to Lieutenant Unkrur was not 
concurred in as he had no part in placing the requisitions for the beverage 
mix and his recorded actions subsequent to the discovery of the purchase were 
examples of his efforts to dispose of the excess quantities of the beverage base 
in an expeditious manner and an earnest attempt to take action against the 
contractors as a result of spoilage. 

The commander, MSTS NORPAC Subarea stated further that the events 
giving rise to subject investigation were primarily the result of the innate in 
efficiency of certain personnel of the Supply Division rather than of any or- 
ganic defects in naval supply procedures and that in order to prevent the 
recurrence of excessive or unnecessary requisitioning of supplies in the future, 
the command had taken certain listed remedial steps which had proved effective 
in eliminating overprocurements; that the question of the ordering of such a 
large quantity of beverage base was first discussed about July 30, 1953, andi 
payment of $91,260 on the contract with the Hal B. Grubbs Co. was withheld 
pending an attempt by the supply officer, naval supply depot, 13th Naval Dis 
trict, to have the contractor take back the last order of beverage base; that 
the naval supply depot supply officer was unsuccessful in getting the distributors 
to take back any part of the order and he advised that he found no evidence 
of any irregularity in the purchase of the beverage base; that in May 1953 it 
was learned that Mr. Moeller, formerly a lieutenant commander in the Con- 
trol Division Office of the naval supply depot, 13th Naval District, had, upon 
his discharge from the naval service, been employed by the Apex Distributing 
Co., the manufacturers of the beverage base for which Hal B. Grubbs Co. was 
the local distributor, and that because of this information, together with informa- 
tion as to spoilage, this investigation was ordered. 

3. Commander, MSTSPAC, concurred in general with the remarks of the Con- 
vening Authority. Commander MSTS, and Bureau of Supplies and Accounts 
recommended that both Halstead and Fauntz should receive letters of reprimand. 

4. Upon review of the record, it was noted that Lieutenant Halstead hud 
been retired from active service on his own application after 30 years’s service 
prior to the ordering of the investigation and he was not on active duty at the 
time of the investigation. It was further noted that Commander Fauntz had 
also been placed on the retired list. The Chief of Naval Personnel in accord 
ance with section 276, title 34 United States Code, held that there was a matter 
of interest in the record which pertained to the individual records of Lieutenant 


Commander Halstead and Commander Fauntz. The Chief of Naval Personnel 
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did not concur in the issuance of the letter of reprimand to these officers due to 
the fact that he had held “matter of interest’’ which spread the facts in the case 
on each officer’s record and that a letter of reprimand to an officer in their cate- 
gory would serve no useful purpose. 

5. It should be emphasized that the allegations now made as a result of the 
General Accounting Office investigation were not known to the Department at the 
time the foregoing investigation was acted upon in the Navy Department. 

Mr. Houtrietp. If you would care to say anything at this time, 
= will accept any statement that you wish to present. 

Captain Fany. I would just like to emphasize that this collusion 
aspect of this case came to the attention of the Navy Department when 
the GAO report came to the attention of the Navy Department, not 
before. In other words, it puts an entirely different aspect on the pro- 
curement of the excess beverage mix, 

Mr. Eckuarr. Mr. Chairman, I would like to ask at this time that 
you receive for the record a copy of the Office Order, Procurement 
Branch, Naval Supply Depot, Seattle, Wash., dated March 17, 1952; 
copy of J letter dated April 7, 1951, signed by Commander Moeller 
to the Nepa Construction Co.; and copy of unnumbered form of 
Navy Supply Depot, Seattle 99, W ash., which has been discussed. 

Mr. Houirrerp. They will be received. 

(The documents above referred to are as follows:) 


ESTABLISHMENT OF CONTRACT REVIEW BOARD 


MarcH 17, 1952. 
To: Naval Supply Depot, Seattle 99, Wash. 
From: Chief, Bureau of Supplies and Accounts, Washington, D. C. 
Office order : Procurement Isranch. 
Subject: Contract Review Board, establishment of. 


1. PURPOSE 


The purpose of this order is to establish a Contract Review Board to review 
certain purchase actions as outlined herein. 


2. RESPONSIBILITIES OF THE CONTRACT REVIEW BOARD 


(a) Scope of review 

It shall be the function of the Contract Review Board to review all purchase 
actions referred to it for compliance with current purchase regulations and 
procedures, and to determine tbe overall reasonableness of any proposed action 
to assure that such action is in the best interests of the Government. The 
Board may vary the scope and intensity of the review according to the size, 
complexity, and other relevant factors pertaining to the proposed action. 
(b) Action by the Board 

Where proposed procurement actions receive the approval of the Board, such 
approval shall be indicated by each member in attendance affixing his signa- 
ture to the award sheet or other appropriate document. In the event unanimous 
agreement cannot be obtained the senior member of the Board shall resolve the 
issue and such decision shall be final. 


(¢c) Meetings 
Meetings will be held promptly at 1500 each working day, except when an 


alternate time is established by the oflicer or when no proposed procurements are 
available for presentation. 


3. MEMBERSHIP 
The Contract Review Board shall consist of at least 3 members, except when 


a procurement is in excess of $25,000, in which case 4 members must be in 
uttendance. Membership of the Board will be composed of the Procurement 
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Branch officer, the Supervisor of Procurement Branch, the Supervisor of the 
Contract Preparation Administration Section, and the assistant Procurement 
Branch officer. In case cousel assistance is required, such assistance shal! be in 
advisory capacity. The small business representative shall be present at all 
meetings and will serve in an advisory capacity. The Procurement Branch 
secretary shall be present to record the minutes of the meetings. 


4. PROPOSED PROCUREMENT ACTIONS WHICH REQUIRE REVIEW BY THE BOARD 


Every proposed procurement action will, before its final accomplishment, be 
submitted to the Board for review when they fall within the following cate- 
gories : 


(a) Proposed awards resulting from formal advertising 


(1) All individual awards over $5,000. 

(2) Any award over $1,000 on which there were less than 2 acceptable bids. 

(3) Any award which is being made to other than the low bidder (all factors 
considered). Navy air lift service, Alaska airlines. 


(bv) Proposed contracts resulting from negotiation 


(1) Proposed negotiated contracts and letters of intent, including notices of 
award thereon exceeding $1,000 in value, or expecting to exceed such value. 


(c) Proposed contract amendments 


(1) All modifications of contracts or supplementary agreements involving an 
increase of $100 or more in contract amount. 
(2) All findings of facts under the “Disputes” clause. 


(d) Other 


(1) All contracts proposed to be awarded pursuant to current directives on 
broadening the base of Navy suppliers or distressed areas. 

(2) Any other proposed procurement action about which there is any doubt 
or which an officer or buyer of the Purchase Division feels should be reviewed. 

(3) All proposed purchase actions requiring the approval of the Office of 
Naval Material, shall be reviewed and approved by the Contract Review Board 
prior to submission to that Office. 


5. METHOD OF PRESENTATION OF CASES TO THE BOARD 


All applicable purchase actions shall be presented to the Board by the person 
directly concerned or the immediate superior (officer or civilian). The person 
making the presentation should be completely familiar with the case, and have 
the fact and figures readily available to afford a clear concise presentation in 
narrative form. The buyer shall notify the Procurement Branch officer by 1430 
the number and type of transactions to be reviewed. 


APRIL 7, 1951. 
NEPA CONSTRUCTION CO., 
Snohomish, Wash. 


GENTLEMEN: This is to confirm that negotiated contract N406s—28920 for the 
purchase of 500 wooden pallet boards 4 by 4 feet, two way, at $6.48 each f. o. b., 
naval supply depot, Seattle, Wash., has been awarded your firm; delivery to be 
effected one-half by March 9, 1951; one-half by March 10, 1951. 

If material is not delivered by the dates specified, contract will be canceled. 

This confirms negotiations between Mr. Griffiths of Nepa Construction Co. 
and the undersigned. 

Yours very truly, 
J. E. MoeELier, 
Lieutenant Commander, Supply Corps, United States Navy, 
Procurement Branch Officer 
(By direction of the Commanding Officer). 


65447—55 
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NavAL SuPPLY DEPor 


SEATTLE 99, WASH. 

PD: MR: ak 
NT4-38/L4-3 
Terms Net———— 

Subject: Proposed Contract N406s—28920, covering pallet boards. 

NEPA CONSTRUCTION Co., 

Box 87, Snohomish, Wash. 
GENTLEMEN: Information as indicated below must be furnished to permit final 

consummation of subject contract. 

1. Status of your firm: 

(a) If corporation, the State in which incorporated __.-.----------- 
(b) If partnership, complete names of all partners 
W. L. Losack, 
A. C. Douge.Lass, 
W. R. Crook. 
(c) If individual, name of owner 
2. Aggregate number of employees of the contractor and its affiliates. 
(a) () 500 or more. 
(b) Less than 500. 

3. That he (_] has, has not, employed or retained a company or person 
(other than a full-time employee) to solicit or secure this contract, 
and agrees to furnish information relating thereto as requested bv the 
contracting officer. 

Firm Nepa Construction Co. 

$v: G.K. Griffiths. 

Title: Sales manager. 

Date: March 6, 1951. 


Mr. Houtrretp. We also received notifications to the three gentle- 
men whose names have been used in these hearings, and their telegrams 
of response to a committee. 

One point, Captain Fahy, in regard to your last statement. IT am 
informed that at the time of the MSTS inquiry, that Commander 
Moeller, then separated, did come before that board and did at that 
time reveal that he was now working for the Apex people. 

Captain Fany. That’s right. 

Mr. Houirtetp. So that was known to the Navy ? 

Captain Fany. That’s right. 


CONFLICT OF INTEREST 


Mr. Howirevp. And this brings up a matter which is becoming more 
and more of concern to the committees on the Hill, and that is the 
growing tendency of service personnel formerly connected with dif- 
erent branches of the service who are charged with procurement while 
in the service, upon the termination of their career in the service, 
going immediately to the companies that they have been doing business 
with and taking employment. 

There is a danger we see in this of a conflict of interests to the tax- 
payers of the United States. That danger is that they may be in- 
clined to be biased in their procurement before leaving the service, 
and award contracts which might be of personal advantage to them 
in obtaining a berth later on, rather than of immediate advantage to 
the United States Government. 

There is also the further danger we see of them using their influence, 
their friendship; and their influence and their contacts with their 
former colleagues who still remain in the service, and this is occurring 
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in hundreds of instances, particularly in the higher ranks where gen- 
erals and admirals and colonels and commanders are leaving the serv- 
ice and going with these large companies and small companies, and 
then coming immediately back and seeking contracts with the 
Government. 

Some of us are wondering if there isn’t a new type of conflict of 
interest legislation needed to restict the activities for a term of years 
after retirement from the service from these retired militay people 
entering into the contract and procurement phase of industry with 
their former associates. 

Admiral Parks. I believe that is covered, Mr. Chairman, by two or 
three statutes. 

Mr. Houirieip. There are two or three statutes on the subject. 

Captain Fany. So far as retired people are concerned, but, of course, 
this character wasn’t retired. 

Mr. Hopirtetp. That’s right, he was separated. 

Captain Fany. Yes, sir. 

Mr. Houtrteip. I am aware of the statutes to which you refer, but 
apparently they seem to be inadequate. 

We have had a recent rather shocking example which has not been 
made public yet and which may be m: ade. public by the subcommittee in 
the future, of what we consider this type of procedure which, in our 
opinion, is not to the best interest of either the service or the civilian 
people of our Nation. 

I know this is not your personal responsibility, of course, but this 
hearing, these naval people like Commander Moeller working from 
both sides of the table, brought it to my mind. While some of these 
operations are completely legal, yet from an ethical standpoint there 
is some suspicion cast on them. 

Is there any further data? 

Mr. Ecxuarr. I have nothing further, Mr. Chairman. 

Mr. Houtrterp. Thank you, gentlemen, for your attendance. 

(Whereupon, at 4:20 p. m., the subcommittee adjourned. ) 











APPENDIX 


GENERAL ACCOUNTING OFFICE, OFFICE OF INVESTIGATIONS, AB- 
STRACT OF REPORT (I-18414) OF INVESTIGATION OF EXCESSIVE 
PROCUREMENT OF BEVERAGE BASE BY MILITARY SEA TRANSPOR- 
TATION SERVICE, SEATTLE, WASH. 


1. Contracts were negotiated for excessive quantities of beverage base for 
delivery to MSTS vessels at a total cost of $177,660, although the product was 
not requisitioned by the vessels. 

2. J. E. Caraway became area representative for distributor of beverage base 
while still employed as manager of chief petty officers’ mess at naval base, 
Bremerton, Wash. 

3. Lt. J. E. Halstead, who initiated the requisitions for the beverage base 
purchased, accepted an automobile purchased by Mr. Caraway and used it from 
July 1952 to March 1953. 

4. Lt. Comdr. J. E. Moeller, who negotiated the beverage-base contracts, was 
employed by one of the distributors for the contractor as a public-relations man 
at $700 a month, plus expenses, prior to his separation from the Navy. 

5. While bids were being solicited for purchase of 3,000 pallets, Commander 
Moeller, without authority, negotiated a contract for 500 additional pallets which 
was signed, without authority, by G. K. Griffith as sales manager for the 
contractor. 

SUMMARY 


EXCESSIVE PURCHASES OF BEVERAGE BASE 


In May and June 1952 Lt. J. E. Halstead, USN, Assistant Director, Supply 
Division, Military Sea Transportation Service, Seattle, Wash., initiated and 
signed 26 requisitions for a total of 2,600 cases of beverage base, specifying the 
trade name “Quix.” These requisitions were not based on requests for the 
product from the chief stewards of Military Sea Transportation Service vessels. 
They were processed by Lieutenant Halstead in the absence of and without the 
knowledge or approval of Comdr. T. C. Fauntz, Director, Supply Division, MSTS, 
Seattle. The requisitions were submitted by Lieutenant Halstead to the Naval 
Supply Depot, Seattle, where Lt. Comdr. J. E. Moeller, in the absence of Lt. D. J. 
Fisher, contracting officer, negotiated 3 contracts for 2,300 eases of Quix and 
900 cases of Towne Talk beverage base, at a total cost of $177,660, without adver- 
tising for bids and without attempting to secure price reductions for large 
quantities or to determine from anyone but Lieutenant Halstead whether the 
quantities were excessive. 

The contract for the 2,300 cases of Quix was placed with Hal B. Grubbs & Co., 
of Long Beach, Calif. Grubbs began distributing Quix in Seattle about April 
1952 through Apex Distributing Co., Inc., and/or Wilshire Sales Associates, Inc., 
both of Los Angeles. 

J. E. Caraway, a former Navy chief steward who retired in 1943, became 
Northwest representative for Apex in April 1952 while still employed as manager 
of the chief petty officers’ mess at the naval base, Bremerton, Wash. Mr. Cara- 
way was relieved of the managership of the mess on June 26, 1952, following an 
audit of the messs accounts which disclosed a shortage of approximately $2,500. 
While employed by Apex he was paid a commission of $2 a case plus $250 a 
month for expenses. 

On July 11, 1952, Mr. Caraway purchased a 1946 Nash automobile for the use 
of Lieutenant Halstead, who accepted it and used it until March 19538 when he 
returned it to Mr. Caraway. 
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On December 1, 1952, 1 month prior to his separation from the Navy, Com- 
mander Moeller was employed by Wilshire Sales Associates, Inc., as a public- 
relations man at $700 a month plus expenses. No expenses were incurred during 
December 1952 and Commander Moeller stated that he performed no service for 
Wilshire prior to January 1, 1953, but that his employment had been discussed 
with Al Finer, president of Apex, in May or June 1952 when he had entertained 
Mr. Finer in his home. 


CONFLICT OF INTERESTS BY COMMANDER MOELLER 


Further investigation into the activities of Commander Moeller disclosed that 
in 1952 he received $1,000 from an airplane dealer, Glynn K. Griffith. Mr. Grif- 
fith stated this amount was paid Commander Moeller as a finder’s fee for pro- 
curing a purchaser for a Norseman airplane, and agreed to furnish additional 
information from his records; but later, in response to legal counsel, he refused 
to discuss the matter further. Prior to this refusal, however, he had indicated 
the purchaser may have been Alaska Airlines. 

A Mr. Beirds, vice president in charge of operations, Alaska Airlines, dis- 
closed that two Norseman airplanes had been purchased from Mr. Griffith; 1 in 
July 1950 (N-62117) for $6,000, which required repairs in the amount of $3,800, 
and 1 in September 1949 (NC-88733) which was entered on the company’s records 
at $11,500. Edward Hudson, former vice president in charge of operations. 
Alaska Airlines, who represented the company in the purchase of the two Norse- 
man airplanes, had no knowledge that Commander Moeller ever entered into these 
transactions. 

A report (classification, “confidential, security information”) on file at the 
legal office, 13th Naval District, Seattle, of an informal investigation by the 
Navy, disclosed that Commander Moeller was reprimanded in May 1952 for 
connivant and reprehensible conduct in having personal and private dealings with 
Transocean Airlines, a Navy contractor for transportation services in the Alaska 
area under a contract negotiated by Commander Moeller while he was procure- 
ment branch officer at the Seattle Naval Supply Depot. The dealings involved 
a sale by Mr. Griffith, through Commander Moeller, of a Norseman airplane to 
Transocean for $10,000 in July 1951, and Commander Moeller’s efforts in October 
1951 to sell Transocean, for $14,000, a similar airplane of which Commander 
Moeller was a part owner. 


UNAUTHORIZED PURCHASE OF PALLETS 


On March 7, 1951, Commander Moeller, because of urgency and lack of time, 
but without authority, negotiated a contract for 500 pallets at $6.48 each, for 
delivery by March 10, 1951. This contract was negotiated while bids were being 
solicited for 3,000 pallets for delivery from March 27 to April 18, 1951, and was 
uwarded March 7, 1951, by Commander Moeller to Nepa Construction Co., Sno- 
homish, Wash. G. K. Griffith signed for Nepa Construction Co. as sales manager, 
without authority. <A contract for the 3,000 pallets was awarded March 16, 1951, 
to Edw. H. Lay & Son, McMinnville, Oreg., at $6.47 per pallet. No evidence of 
an urgent or immediate need for the additional 500 pallets was found. 


BASIS AND SCOPE OF INVESTIGATION 


Investigation of excessive purchases of beverage base requisitioned by Mili- 
tary Sea Transportation Service and procured by Naval Supply Depot, Seattle, 
in May and June 1952 was initiated as a result of transactions disclosed during 
an audit of MSTS and referred to the Office of Investigations by the Division of 
Audits, General Accounting Office. The investigation covered activities of John 
Emery Caraway, United States Navy, retired, salesman for Apex Distributing Co., 
Inc., a distributor of the beverage base; Lt. James Elbert Halstead, United States 
Navy, retired, former Assistant Director of Supply, MSTS, Seattle, who requisi- 
tioned the beverage base; and Lt. Comdr. John Ernest Moeller (separated), 
former Control Division officer, Procurement Branch, NSD, Seattle, who ne- 


gotiated the contracts. Other contracts negotiated by Commander Moeller were 
nlso investigated. 








oo re ey 2S 


Wwe 


EXCESSIVE PROCUREMENT OF BEVERAGE BASE 
FINDINGS 


EXCESSIVE PURCHASES OF BEVERAGE BASE 


Under date of April 7, 1952, MSTS, San Francisco, issued the following notice 
to MSTS, Seattle: 


“Subject: Quix Beverage Base, advice as to evaluation of. 
“Enel: (1) copy of Price List. 

“1, The Quix Beverage Flavoring Extract Corporation has requested this 
command to advise the proper Navy authorities of a new product placed on 
the market by that company. The product consists of a concentrated bev- 
erage base and is sold under the name of Quix Beverage Base. It is pack- 
aged in 16 oz. non-breakable acid resistant bottle (Spee. Jan. B-772) and 
is available in ten varieties of flavor and/or combinations. Principle [sic] 
ingredients are: fruit juice, oil of oranges, citric acid, water, vegetable gum, 
emulsifying agent, and certified food color. It is noted that approximately 
eight pounds of sugar must be added to each 16 oz. bottle of beverage base 
in preparation for table use. 

“2. This item appears similar to the several types now listed in Class 56 
of the General Stores Section of the Navy Material Catalogue. 

“3. The foregoing information and enclosure (1) are, at the company’s 
request, furnished for the information of the Bureau of Supplies and 
Accounts.” 


On May 1, 1952, during the authorized absence’ and without the knowledge or 
approval of Comdr. T. C. Fauntz (SC), director, Supply Division, Lieutenant 
Halstead, assistant director and officer in charge, Ships Liaison Branch, Supply 
Division, initiated and signed 13 requisitions for a total of 1,300 cases of as- 
sorted beverage base, specifying the trade name “Quix” and indicating avail- 
ability at “Hal B. Grubbs and Co., Seattle, Washington.” Each of 13 vessels, 
regardless of size, was to receive 100 cases. The requisitions were numbered 
124354 to 124366, inclusive; 4 stipulated a delivery date of May 20, 1952, and9a 
delivery date of June 16, 1952. Each bore the typewritten name of “T. C. Fauntz, 
Comdr., (SC) but was signed by J. E. Halstead and approved by J. Conley. 

The requisitions, which were submitted to NSD, Seattle, by Lieutenant Hal- 
stead without the knowledge of any other person assigned to the Supply Division, 
were not the result of requests for the product, usually submitted by the chief 
stewards assigned to MSTS vessels. A powdered beverage base was available as 
an NSD catalog item, but there had been very light demand for it aboard vessels. 

On May 8, 1952, during the absence of Lt. D. J. Fisher, contracting officer, NSD, 
Seattle,? Commander Moeller negotiated contract N406s-81284 (exhibit 1) with 
Hal B. Grubbs & Co., Long Beach, Calif., for 1,000 cases of Quix assorted bever- 
age base, and contract N406s—31282 (exhibit 2) with the Towne Talk Co., Los 
Angeles, Calif., for 900 cases of Towne Talk assorted beverage base (12 24-ounce 
tins per case, equivalent of 300 cases of Quix) at unit prices of $1.95 per bottle 
and $1.50 per tin, or total contract prices of $70,200 and $16,200 respectively. 

On June 6 and 7, 1952, in the absence of the Director of Supply, Lientenant 
Halstead again initiated and signed 13 requisitions for a total of 1.300 additional 
cases of assorted beverage base. The requisitions, numbered 137348 through 
137360, bore the typewritten name “J. E. Halstead, Lieut., SC’ and were signed 
by him but had no approval signature. Six of the requisitions were dated June 6 
and showed a delivery date of July 30, 1952; 6 were dated June 7, with delivery 
date of July 15, 1952; and 1 was dated June 7 with delivery date of July 30, 1952. 
The name “Quix” was specified, and availability was shown at “Quix Distributing 
Co., Ine., J. E. Caraway, Northwest representative, Bremerton, Washington.” 

On June 13, 1952, again during the absence of Lieutenant Fisher, Commander 
Moeller negotiated contract N406s—31483 (exhibit 3) with Hal B. Grubbs & Co. for 
1,300 cases of beverage base at $1.95 per pint, or a total contract price of $91,260. 
The total amount on all 3 contracts was $177,660. Delivery and inspection were 
completed August 7, 1952. Final payment was due September 17, 1952. 

John E. Conley (civilian), general supply assistant, Material Section (nonfood 
items), Supply Division, though in the Supply Division under Lieutenant Hal- 


1Commander Fauntz was absent from April 2 to May 3, 1952, aboard ship and from May 
23 to June 11, 1952, on authorized leave. 
7 Lieutenant Fisher was absent from April 26 to July 7, 1952, on authorized leave. 
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stead, did not, in the course of his normal official duties, come in contact with 
Lieutenant Halstead, who was in charge of Provision Section (food items). 
Acording to Mr. Conley it would be a rare thing for Lieutenant Halstead to re- 
quest anyone in the Material Section to approve a requisition ; however, should 
the occasion arise the requisition would be perfunctorily stamped and signed. 
In fact, approval was unnecessary because NSD would accept any requisition 
bearing the signature of the Director or Assistant Director of Supply without 
an approval stamp and signature. This was the case in the second set of requisi- 
tions dated June 6 and 7, 1952. 

Mrs. Frances Heraper, buyer, NSD, stated to the best of her recollection : 

“Halstead hand-carried the requisitions from MSTS to Moeller, who gave them 
to me with instructions to walk them through because it was a rush order. It 
seemed to me that evertyhing was settled before I got it, that is, as to properly, 
purchase, and price. A buyer shouldn’t place an order without the approval of 
the Contract Review Board; however, in this case it had Moeller’s approval, and 
because it was a rush item, I placed it.” 

Pursuant to BuSandA instructions 4250.1, dated February 8, 1952 (exhibit 4), 
all contracts in excess of $1,000 must be reviewed by a Contract Review Board. 
The notes of the meetings (exhibit 5) of the board reveal that the first two 
contracts came before it for approval, but the meeting notes for June 1952 do not 
show that the third contract ever came to the board’s attention for approval. 

Under normal procedure, Thomas Svendsen (civilian), general supply officer, 
or Roy E. Lovgren (civilian), Supervisor, general supply assistant, Ships Liaison 
Branch, would have approved the requisitions. Both have indicated that such 
an action would have been against their better judgment. 

The procedure in effect at the time the requisitions were initiated was for 
vessels to submit their provision requirements on requisition and invoice, Nav 
SandA Form 48, to Ships Liaison Branch, where they were screened by the 
port steward and forwarded to NSD. They were normally signed by the chief 
stewards of the individual vessels. In some instances, when numerous revisions 
were necessary, new requisitions were prepared in the Ships Liaison Branch and 
signed by Mr. Lovgren, or in his absence, by Mr. Svendsen. 

If NSD considered the order excessive, normal procedure would have been 
to contact Mr. Lovgren. Commander Moeller made no effort to contact anyone 
except Lieutenant Halstead. 

Numerous objections to the beverage base were voiced by chief stewards, and 
one refused to take it aboard. In fact, it was necessary for the liaison officer, 
NSD, to request assistance of the Assistant to Director, Supply Division, MSTS, 
to get the beverage base aboard all vessels. When the excessive purchases came 
to the attention of MSTS, no official file copies of the second set of requisitions, 
dated June 6 and 7, could be found. 

Since the procurement involved a hot-weather beverage, making early deliv- 
ery desirable, advertised bids were not solicited. However, delivery time spe- 
cified was generally 6 weeks, and no firms were known to be manufacturing 
concentrated liquid beverage base except the 2 with whom orders were placed. 
No evidence was found in the contract files to indicate that there had been any 
negotiation with the suppliers to obtain a reduced price by reason of the large 
quantities involved. 

The total quantity of beverage base pucrhased was considerably in excess 
of curent requirements. The average consumption by 11 active vessels at 
Seattle was $3,002.46 per vessel from May 31, 1952, to March 31, 1953. The in- 
voice value of the quarterly inventory of beverage base at March 51, 1953, was 
$139,952.85, or 13.9 percent of the total inventory value of provisions aboard all 
vessels. 

The contractor, Hal B. Grubbs & Co., with main offices at 427 East First 
Street, Long Beach, Calif., and a local office in Seattle, handles a diversified 
line of specialty items, largely confections, which it sells aimost entirely to the 
Navy through naval supply depots. The company began handling the Quix 
beverage base in Seattle about April 1952. Local stocks were maintained by 
the national distributor, Apex Distributing Co., Inc., and/or Wilshire Sales 
Associates, Inec., with offices at 8220 Beverly Boulevard, Los Angles, Calif. 
These corporations have the same officers, and for all practical purposes are 
one and the same organization. Beverage stock is transferred from Apex to 
Grubbs only to fill specific orders. 

J. E. Caraway became Northwest represenative for the Apex Distributing 
Co., Inc., in April 1952 while still employed as manager of the chief petty officers’ 
mess, United States naval base, Bremerton, Wash. He had held that position 








EXCESSIVE PROCUREMENT OF BEVERAGE BASE 101 


since March 15, 1949, and was relieved of it on June 26, 1952, following an 
audit of the mess accounts which disclosed a shortage of approximately $2,500 
(exhibit 6). While employed by Apex he was paid a commission of $2 a case, 
plus $250 a month for expenses. This employment was terminated November 
30, 1952. 

Mr. Caraway, a former chief steward in the Navy, was retired in 1943 follow- 
ing 20 years’ service. He and Lieutenant Halstead, who was retired after 30 
years’ service in February 1953, were well known to each other and exchanged 
social visits. They also made many telephone calls during the period from 
April to June 1952. 

Commander Moeller, who was separated from the Navy for disability on Janu- 
ary 1, 1953, was not acquainted socially with either Mr. Caraway or Lieutenant 
Halstead ; but, due to the relationship of their positions in the Navy, Commander 
Moeller and Lieutenant Halstead knew each other well through many official 
business contacts. 

Mrs. Margaret Caraway, the estranged wife of Mr. Caraway, was employed by 
the chief petty officers ; 


mess as waitress from December 15, 1951, to March 13, 
1952. From April 1 to December 18, 1952, she was employed by Mr. Caraway as 
housekeeper, and on December 29, 1952, they were married. 

Mrs. Caraway has signed an affidavit (exhibit 7) stating: 

“* * * Shortly after the first part of the year 1952, Mr. Caraway met Mr. Al 
Finer, president of the Apex Distributing Co., Inc., through Mr. J. E. Moeller. 
Mr. Finer visited Mr. Caraway’s residence at 2702 East 22d Street, Bremerton, 
Wash., on several occasions. When Mr. Finer came to Seattle he would tele- 
phone Mr. Caraway and invite him to come to Seattle. When Mr. Caraway re- 
turned he would mention that he had been out to dinner with Mr. Finer, Lieuten- 
ant Commander Moeller, and Lieutenant Halstead, and that they had been to 
Mr. Finer’s hotel room. Mr. Finer usually stayed at the Hotel Roosevelt.” 
(Records of the Hotel Roosevelt reveal that Mr. Finer did reside at the hotel 
from April 20 to May 2, 1952, and from June 8 to June 12, 1952. “On one oc- 
casion I accompanied Mr. Caraway to Seattle and Mr. Finer, Mr. Caraway, and 
I had dinner together. Mr. Caraway knew Lieutenant Commander Moeller 
and Lieutenant Halstead very well, and on several occasions Lieutenant and 
Mrs. Halstead visited Mr. Caraway’s home in the evening and Mr. Caraway and 
I visited Lieutenant Halstead’s home. 

“After Mr. Caraway became employed by the Apex Distributing Co., Ince., 
Lieutenant Halstead telephoned Mr. Caraway in June 1952, when Mr. Caraway 
was not home, and I answered the telephone. Lieutenant Halstead asked for 
Mr. Caraway and stated that Mr. Caraway owed him some money. Lieutenant 
Halstead on a previous occasion had mentioned to me that Mr. Caraway owed him 
money ; however, he never mentioned why. 

“A few days prior to my daughter’s birthday, on July 14, 1952, Mr. Caraway 
purchased a 1946 Nash coupe from Crawford Motors, Bremerton, Wash., for 
Lieutenant Halstead. It was my understanding that the car was to be Lieuten- 
ant Halstead’s. It was my impression that Lieutenant Halstead thought that 
Mr. Caraway made payment in full for the car. On the day the car was pur- 
chased for Lieutenant Halstead, he was given possession of the car by Mr. Cara- 
way and he took it to Seattle. Lieutenant Halstead had the car until he returned 
it to Mr. Caraway’s residence at 1215 South Alder, Tacoma, Wash. Approxi- 
mately 30 days later Mr. Crawford, of Crawford Motors, and Mr, Charles Morri- 
son picked up the car. * * *” 

The records of Crawford Motors, Bremerton, Wash., revealed that on July 11, 
1952, Mr. Caraway purchased a 1946 Nash Brougham (coupe) for $770 (exhibit 
8). The records of the Seattle Police Department (exhibit 9) indicate that on 
August 7, 1952, automobile operator James Elbert Halstead was involved in an 
automobile accident while driving a 1946 Nash club coupe owned by John B. 
Caraway. The records of the United States Naval Air Station, Seattle (exhibit 
10), reveal that parking space was assigned to Lieutenant Halstead on January 8, 
1953. 

Mr. Crawford refused to sign an affidavit but signed a letter (exhibit 11) 
which said: 

“On July 11, 1952, Mr. J. E. Caraway purchased a 1946 Nash from Crawford 
Motors. At the time of the purchase Mr. Caraway stated that he was purchasing 
the automobile for a man who was going to work for him selling certain products 
which he handled. He requested that we hold the automobile for a few days in 
order that this man could pick up the car. A few days later Mr. Caraway and 
a man whose name I cannot recall came to my place of business to pick up the 
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automobile. Mr. Caraway introduced the gentleman to me and to the best of my 
knowledge and recollection he was approximately 5 feet 9 inches tall and weighed 
approximately 150 pounds. In appearance he appeared to be rather a slim man 
and was wearing a Navy uniform with two bars which I believe was the rank 
of a naval lieutenant. 

“On March 23, 1958, Mr. Charles Morrison and I picked up the automobile in 
Tacoma, Wash., at Mr. Caraway’s residence.” 

Mr. Robert Baker, the former service manager of Crawford Motors, signed 
an affidavit (exhibit 12) stating that Mr. Caraway purchased the 1946 Nash 
for another man and that a man was present when Mr. Caraway took delivery of 
of the car. 

When questioned regarding the automobile, Lieutenant Halstead said that 
it belonged to Mr. Caraway’s son, who was then in Korea, and that Mr. Caraway 
let him try it out because he wanted to sell it to him for $450, which he thought 
was too high. Both Mr. Caraway and his son had cars of their own which they 
continued to use. 

Lieutenant Halstead further stated that he took the ferry to Bremerton, and 
Mr. Caraway met him at the ferry dock; they went to Mr. Caraway’s house and 
there Mr. Caraway gave him the Nash; no one else was present; he did not 
return the Nash to Tacoma, as alleged by others, but left it parked in front of 
his residence at 1114 14th Avenue, Seattle; he thought that Mr. Caraway came 
to Seattle and got it, because when they went to Dallas, Tex., in their new car, 
which was purchased February 24, 19538, they stopped at Tacoma (March 2 or 3) 
and talked to Mr. Caraway about his going to Seattle to pick up the car; and 
that Mr. Caraway had told him he would do so the next day. When asked if le 
thought having the car on trial for 8 months without charge was not unusual, 
Lieutenant Halstead said he thought nothing of it. When told that reliable 
information indicated that he was present when Mr. Caraway accepted delivery 
of the car from the automobile dealer, Lieutenant Halstead denied that he was 
present. (Possible violations by Lieutenant Halstead—18 U. S. C. 216, 281, 
and 371.) 

Mrs. Caraway said that the Nash was returned to the Caraway residence by 
the Halsteads the day they started their trip to Dallas; that one drove the 
Nash and one the new car; that they then left the Nash and continued on their 
trip to Dallas; and that Mr. Caraway was not present at the time. 

When Mr. Caraway was questioned regarding the automobile, he said that 
the Nash was an extra car he had that he let Lieutenant Halstead use for a 
short period and that the loan had nothing to do with the “Quix” deal. (Pos- 
sible violations by Mr. Caraway—18 U. S. C. 201 and 371.) 

Prior to separation from the Navy on January 1, 1953, Commander Moeller 
commenced employment for Wilshire Sales Associates, Inc., on December 1, 
1952, as a public relations man at $700 per month, plus expenses. No expenses 
were incurred during December 1952, but on January 28, 1953, Commander 
Moeller left Seattle, traveled east and returned on March 4, 1953, for which he 
was paid salary and travel expenses of $1,417.89. His employment terminated 
on November 30, 1953, for which he was paid a total of $8,400 for salary and 
$8,494.52 for travel expenses (exhibit 13). 

When questioned as to when employment with Apex or Wilshire was first con- 
sidered, Commander Moeller replied that the first time employment was dis- 
cussed with Mr. Finer, president of the Apex company, was in May or June 1952 
when he invited Mr. Finer to his home for dinner. He said that though his em- 
ployer may have expected him to perform some service in December, he actually 
had not, and that no office space was rented until December 1953. Commander 
Moeller also said that he received his salary checks from Apex and his expense 
checks from Wilshire, but after September 1953 all checks were issued by Apex. 
(Possible violations by Commander Moeller—18 U. S. C. 216, 281, 284, and 371. 
Possible violations by Mr. Finer—18 U. 8S. C. 201.) 


CONFLICT OF INTERESTS BY COMMANDER MOELLER 


Further investigation into the activities of Commander Moeller revealed that 
in 1952 he had received $1,000 from Glynn K. Griffith, an individual dealing in 
the purchase and sale of airplanes. 

In an interview Mr. Griffith said that the $1,000 represented a finder’s fee paid 
Commander Moeller for procuring a purchaser for a Noordyne Norseman airplane. 
He could not recall any additional details regarding the transaction but agreed 
to search his files and produce the desired records for examination. After sev- 
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eral unsuccessful attempts to obtain the records or elicit information about the 
airplane transaction from Mr. Griffith, he finally said that he had consulted his 
attorney and had been advised to refuse to discuss the matter further. Before 
that, however, he had indicated that the transaction may have involved the sale 
of a Norseman airplne to Alaska Airlines. 

Contract with Mr. Beirds, vice president in charge of operations, Alaska Air- 
lines, disclosed that two Norseman airplanes had been purchased from Mr. 
Griffith; one in July 1950 (N-62117) for $6,000, which required repairs in the 
amount of $3,800; and one, September 21, 1949, (NC—88733), for which the pur- 
chase price could not be determined. It was entered on the records at $11,500 
with no indication of other expenses such as repairs. 

Mr. Edward Hudson, former vice president in charge of operations, Alaska 
Airlines, who represented the company in the purchase of the two Norseman 
airplanes, said that he knew Mr. Griffith and knew him to be a source of supply 
of Norseman aircraft, and that if the airline was interested in a Norseman, 
Mr. Griffith would probably be the first person contacted. He had no knowledge 
that Commander Moeller had ever entered into the transactions in question. 

Navy records show that while Commander Moeller was procurement branch 
officer and had supervision over the services of Transocean Airlines under its 
contract to provide certain transportation service for the Navy in Alaska—a 
contract which he had negotiated—he had dealings involving the sale in July 
1951 of a Norseman airplane by one Glynn K. Griftith to Transocean Airlines for 
$10,000 and in October 1951 attempted to sell a similar aircraft, of which he 
was part owner, to Transocean Airlines for $14,000. 

When interviewed, Commander Moeller said that he had never invested money 
in any business with Mr. Griffith and that he had never had a financial interest 
in any airplane, either with or without Mr. Griffith. He could not remember 
how much money he had received from Mr. Griffith for the sale of airplanes but 
thought that it involved two Norseman—one to Transocean Airlines and one 
to Alaska Airlines. He said any money he received from Mr. Griffith as a 
commission for the sale of an airplane was reported on his income tax returns; 
however, he could not recall what year it was reported, nor did he keep copies 
of his returns or other record of the transaction. In addition, Commander 
Moeller said that he acted as finder for Mr. Griffith in securing purchasers for 
airplane parts and supplies. 

During his tour of duty at NSD from June 13, 1948, to July 1952 Commander 
Moeller negotiated and supervised several airline contracts as procurement 
branch officer. In his official capacity he acquired much information about the 
aircraft needs of the various airlines. This fact is cleariy set forth in para- 
graph 3 of an undated memorandum from the commanding officer to the Bureau 
of Supplies and Accounts (exhibit 14). 

It should be noted that while Wein Alaska Airlines, Inc., was low bidder under 
invitation to bid 406-2209, it eventually had to withdraw because of inability to 
furnish a performance bond; and the highest bidder, Alaska Airlines, finally 
was awarded by negotiation contract N406s—81650 (exhibit 15) on July 1, 1952, 
in the amount of $4,000,000. It was not possible to ascertain what effect, 
if any, Commander Moeller’s influence may have had upon the final award to 
Alaska Airlines; however, it is apparent that his relationship with Mr. Griffith 
was not in the best interest of the Government. (Possible violations—18 U. 8. C. 
216 and 284.) 

UNAUTHORIZED PURCHASE OF PALLETS 


Further investigation into questionable contracts negotiated by Commander 
Moeller revealed that the Bureau of Supplies and Accounts, Washington, D. C., 
had obtained all pallet boards by central purchase, but on February 19, 1951, 
it authorized the local purchase of 3,000 pallets under requisition 176/8348/51 
(exhibit 16). Contract N406s—28971 (exhibit 17) for the 3,000 pallets was ad- 
vertised and subsequently awarded on March 16, 1951, at $6.47 per pallet, delivery 
of 300 to commence on March 27, and to be completed on April 18, 1951. On 
March 7, 1951, Commander Moeller, without authority, negotiated contract 
N406s-—28920 (exhibit 18) for 500 pallet boards at $6.48 with Nepa Construction 
Co., Snohomish, Wash., because of urgency and lack of time. The related files 
did not disclose the nature of the urgency, nor did the personnel questioned in the 
procurement office know of any urgency that existed at that time for the addi- 
tional 500 pallets. Requisition 176/8348/51, dated February 19, 1951, was cited 
as authority for the purchase. The contract provided for delivery f. o. b. NSD, 
Seattle, by March 10, 1951. Notification of award was by letter (exhibit 19) 
dated March 7, 1951, signed by Commander Moeller, which stated, in part: “* * * 
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This confirms negotiations between Mr. Griffiths of Nepa Construction Co. and the 
undersigned.” 

On March 6, 1951, G. K. Griffith executed and signed, as sales manager for Nepa 
Construction Co., a form (exhibit 20) which contained the following: “That he 
has not employed or retained a company or persons (other than a full-time em- 
ployee) to solicit or secure this contract, and agrees to furnish information 
relating thereto as requested by the contracting officer.” 

Contact with Glynn K. Griffith, USNR (serial number 169740), a former first 
assistant purchasing officer, NSD, Seattle, and personal friend of Commander 
Moeller, revealed that he sold his partnership interest in Nepa Construction Co. 
on December 31, 1950; that he never was an employee of that company; but that 
W. R. Crook, a partner, had promised him a 5 percent commission on all Govern- 
ment contracts secured. Mr. Griffith stated that he never was paid the 5 percent 
commission and that he had no authority to sign as sales manager, but gave no 
explanation of his action. 

An interview with Mr. Crook, partner and office manager of Nepa Construc- 
tion Co., disclosed that Mr. Griffith was a former partner but sold his interest 
effective December 31, 1950; that he had no interest in the company after that 
date and was never employed by the company in any capacity, nor paid salary 
or commission of any kind after December 31, 1950. Examination of the records 
of the company revealed nothing of significance except possibly a payment in cash 
on March 23, 1951, to Mr. Crook for expenses in the amount of $160. When ques- 
tioned, Mr. Crook said that the payment was for business expenses to San 
Francisco, Calif. No record of the travel was recorded in the company files to 
justify the amount paid, although generally such a record is kept. When asked 
what he thought when he received the letter of March 7 stating that the contract 
was negotiated by Mr. Griffith, Mr. Crook said he thought nothing of it. When 
questioned about authority Mr. Griffith had to sign as sales manager, Mr. Crook 
said Mr. Griffith had none. He further stated that he was well aware that the 
contract precluded the payment of a contingent fee and that none was paid. 

Commander Moeller, when interviewed regarding the negotiation of the Nepa 
contract, said that he knew Mr. Griffith and knew him to be in the pallet business 
but had no knowledge that he had sold his interest or that he was anything 
other than what he represented himself to be. (Apparent violation 18 U. S. C. 
1001 and breach of warranty, general provisions, item 20.) 

In the absence of the commanding officer, the findings of this investigation 
were brought to attention of the executive officer, NSD, Seattle, who offered no 
comment. Neither the executive officer nor the commanding officer was on duty 
during the period the contracts in question were consummated. 


List oF EXHIBITS 


DESCRIPTION 
Exhibit 
No. 


1. Contract N406s—31284 with Hal B. Grubbs & Co. 
2. Contract N406s—31282 with Towne Talk Co. 
3. Contract N406s—31483 with Hal B. Grubbs & Co. 
4. BuSandA Instruction 4250.1 dated February 8, 1952 
». Excerpts from contract review board meetings, NSD, Seattle 
6. Release agreement between John E. Caraway and the chief petty officers’ 
mess, United States naval base, Bremerton, Wash., dated January 20, 
1953 
7. Affidavit of Margaret Caraway 
8. Automobile purchase order on Crawford Motors, Bremerton, Wash., by 
J. E. Caraway, dated July 11, 1952 
9. Investigator’s accident report 
10. Memorandum dated January 8, 1953, from FASRON security officer to NAS 
security officer 
11. Letter dated June 17, 1954, from Crawford Motors to General Accounting 
Office, Seattle 
12. Affidavit of Robert Baker 
13. Letter dated May 21, 1954, from Wilshire Sales Associates, Inc., to Hunter 
N. Sneed 
14. Undated letter from commanding officer to Chief, Bureau of Supplies and 
Accounts 
15. Contract N406s—31650 with Alaska Airlines, Inc. 
5. Memorandum 093541 from S-8 to S-713 
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17. Award dated March 16, 1951, of contract N406s—28971 to Edward H. Lay & 
Son 
18. Negotiated contract N406s—28920 with Nepa Consiruction Co. 
19. Letter 34556 dated April 7, 1951, from J. E. Moeller to Nepa Construction 
Co. 
20. Memorandum to Nepa Construction Co. pertaining to contract N406s—28920. 
Notre.—Due to the nature of exhibits 1 through 4, 6, 10, and 15 through 138, 
which are a matter of record in the Military Establishments, and the cost of their 
duplication, these exhibits are withheld from the report and are retained in the 
files of the General Accounting Office for reference if necessary. 


EXHIBIT No. 5 
ExceERPTS FROM CONTRACT REVIEW BOARD MEETINGS, NAVAL SuPPLY Depot, SEATTLE 
May 6, 1952 
Vv. COMMANDER MOELLER—BEVERAGE BASE 


1. There has been quite a good deal of discussion regarding the beverage base 
as supplied by Quix and Towne Pride. Both these products meet the specification 
and both have labels which state one thing when the actual test of the amount of 
finished drink is different. Therefore, it is hard to tell which brand is the best. 
One claims a mixture of 15 to 1 while the other a maximum of 11 to 1. Since the 
Bureau has given authority to buy under the specification but no authority to 
stock, procurement must be made by specification and label. Kach requisition 
which comes into the Depot to be filled is in an amount of $7,000 and is for one 
round trip of a MSTS vessel. 

2. Since the situation is rather delicate and there is quite a bit of rivalry be- 
tween Quix and Towne Pride, it was Commander Moeller’s decision that three 
ships were to be furnished Towne Pride, which is to be delivered by May 20. The 
rest of the requisitions to go to Quix. However, Quix was the name brand put on 
all requisitions from the MSTS. It will be requested that the MSTS vessel give a 
factual statement as to the use and mixture used on these beverage bases. On 
all procurements of beverage bases the United States Department of Agriculture 
inspector shall make an inspection under the specification before the delivery. 


May 13, 1952 
II. MRS. HERAPER 


3. Beverage base to three ships from Towne Talk. Lynz, Patrick, and the 
O’Hara. Vendor to supply in 24-ounce tins. Awarded contract N406s—31282 at 
a price of $1.50 per tin. 

4. The other 10 MSTS vessels beverage base awarded to Hal B. Grubbs, Quix. 
Inspector to inspect prior to delivery. Delivery in plastic pint bottles. Contract 
N406s-31284. 


ExHIsit No. 7 


AFFIDAVIT 
STATE OF WASHINGTON, 
County of Pierce, 88: 
I, Mrs. Margaret Caraway, 1617 Division Avenue, Tacoma, Wash., having been 
duly sworn on my oath do voluntarily depose and say that: 

I was employed by the chief petty officers’ mess, Puget Sound Navy Ship- 
yard, Bremerton, Wash., as cocktail waitress from December 15, 1951, to 
March 13, 1952, while Mr. John Emery Caraway was employed by the mess 
as manager. During the period from approximately April 1, 1952, to De- 
cember 28, 1952, I was also employed by Mr. Caraway as housekeeper and on 
December 29, 1952, we were married. 

Shortly after the tirst part of the year 1952, Mr. Caraway met Mr. Al 
Finer, president of the Apex Distributing Co., Inc., through Mr. J. E. Moel- 
ler. Mr. Finer visited Mr. Caraway’s residence at 2702 East 22d Street, 
Bremerton, Wash., on several occasions. When Mr. Finer came to Seattle 
he would telephone Mr. Caraway and invite him to come to Seattle. When 
Mr. Caraway returned he would mention that he had been out to dinner 
with Mr. Finer, Lieutenant Commander Moeller, and Lieutenant Halstead, 
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and that they had been to Mr. Finer’s hotel room. Mr. Finer usually stayed 
at the Hotel Roosevelt. On one occasion I accompanied Mr. Caraway to 
Seattle and Mr. Finer, Mr. Caraway, and I had dinner to gether. Mr. Cara- 
way knew Lieutenant Commander Moeller and Lieutenant Halstead very 
well, and on several occasions Lieutenant and Mrs. Halstead visited Mr. 
Caraway’s home in the evening and Mr. Caraway and I visited Lieutenant 
Halstead’s home. 

After Mr. Caraway became employed by the Apex Distributing Co., Inc., 
Lieutenant Halstead telephoned Mr. Caraway in June 1952, when Mr. Cara- 
way was not home, and I answered the telephone. Lieutenant Halstead 
asked for Mr. Caraway and stated that Mr. Caraway owed him some money. 
Lieutenant Halstead on a previous oecasion had mentioned to me that Mr. 
Caraway owed him money, however, he never mentioned Why. 

A few days prior to my daughter’s birthday, on July 14, 1952, Mr. Caraway 
purchased a 1946 Nash coupe from Crawford Motors, Bremerton, Wash., 
for Lieutenant Halstead. It was my understanding that the car was to be 
Lieutenant Halsteads’. It was my impression that Lieutenant Halstead 
thought that Mr. Caraway made payment in full for the car. On the day 
the car was purchased for Lieutenant Halstead, he was given possession of 
the car by Mr. Caraway and he took it to Seattle. Lieutenant Halstead 
had the car until he returned it to Mr. Caraway’'s residence at 1215 South 
Alder, Tacoma, Wash. Approximately 30 days later Mr. Crawford, of Craw- 
ford Motors, and Mr. Charles Morrision picked up the car. 

About the time the Navy held its hearings in Seattle, Lieutenant Halstead 
came to our residence at 1215 South Alder, Tacoma, Wash., and wanted to 
know if there were any letters, papers, or records pertaining to Mr. Finer’s 
company that Mr. Caraway had stored away. Lieutenant Halstead stated 
that the Navy was holding an inquiry in Seattle and he wanted to look 
through Mr. Caraway’'s records. On another occasion he telephoned aud 
asked if I had heard anything from Mr. Caraway and if anyone had been 
around asking any questions about Mr. Caraway. 

From the conversations that took place between Mr. Caraway and Lieuten- 
ant Halstead, I received the impression that Lieutenant Halstead received 
a commission on the purchases made by him at Sand Point Naval Station, 
Seattle, Wash., for Mr. Finer’s company. Lieutenant Halstead stated that 
he had either telephoned or telegraphed Mr. Finer in regard to a commission. 

I have read the above statement and have been given an opportunity to make 
corrections thereon. The statement is true and correct to the best of my knowl- 
edge and belief. I have made this statement freely and voluntarily in order 
that the truth may be known. 

MARGARET CARAWAY. 

Subscribed and sworn to before me at Tacoma, Wash., this 5th day of 
February 1954. 

JOHN P. COLEMAN, 
Investigator, 
By authority of Comptrotler General of the United States 
pursuant to section 297, Revised Statutes, as amended, 
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Exursit No. 8 


[Front of sheet 1 of 4] 
AUTOMOBILE PURCHASE ORDER 
CRAWFORD MOTORS 
135 North Callow -:- Telephone 3-2593 


Bremerton, Wash. - (Date) ............... ie idee descabiaaes somneaey WOM 2 
Oe ae 


um AAA 5 A. tro ah west y_. License 6A vo Meee 


CASH SELLING PRICE OF CAR - - - 
(Celling Price ) 


. 



































NAME OF FINANCE COMPANY 
Sales Tax 


to be delivered on or about. D.M.V 





Trade-in - + - 
less Payoh - - 


(Make) 
(Year) (Modal) 
Initial Deposit. - 
_ Cash on Delivery - 
(Serial No.) 





(License No.) 
KIND OF INSURANCE 
SYMBOL TERR. 


FIRE & THFFT 


" COLLISION $ 5 2.0 ODEDU ODEDUC. 


PD. $ LIMITS 
Bl. $ 





PURCHASER acknowledges recoipt of a copy of this 

order ard agrees to sign contract of Conditional Sale D.M.V. ......... ; 4 ae Se eo oO 
on this order. No agreements verbal or otherwise not 

contained kereln will be recognised unless fn writ- aie 

ing. ALL USED CARS ARE SOLD ‘A8-IS” AND WITH- TOTAL UNPAID BALANCE $ 

OUT GUARANTEE AS TO CONDITION, MILEAG:, 

YEAR OR MODEL, UNLESS WRITTEN GUARANTEE L 

IS GIVEN WIIll CAR AT TIME OP SALE. T'ME PPICE DI'FERENTIAL $___.____ 
Purchaser «tates tha! there does not and will not 


exist any other extension of credit to. him In connec- 
tion with the purchase of the articles described above. CONTRACT BALANCE . ~ AEP eS 


ff | Se | en ...monthly installments 
CO  inesccitionsccatieentjessic Ny ANIL 0 TNR isi cccsesissanisrinics MI Wiccan tase stacaineecasaiachan dai 
x 

I/we hereby voluntarily choore... as Agent or Broker 


to procure the insurance listed above. The choice of above Agent or Broker was not made a condition 
precedent to this sale. Loss, if any, payable to the Seller, his assiqns, and 


TRE NAME OF THE AGENT OR BROKER MUST BE FILLFD IN BY PURCHASER IN Hig OWN HANDWRITING. 
This order is not binding until signed and Siqned.. 


-2fe ed 

accepted by dealer or his “Ga zed agent. Wade ows. 
ch ee, ouee, (ee disses: bel aaainhaidshebaianenabadainaiititi 
iy) Adrants oeng)----0-000-0000+ iin aiid 


YONI Co i od cae eee 





ee a a ae 
NO. 116R — LAW PRINTING CO., 4508 W. IST., L.A. — HILLSIDE 7964 
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Exuinit No. 8 
CONDITIONS 


[Back of sheet 1] 


Purchaser warrants that he is of legal age, is the lawful owner of the car traded 
in, that it is clear of all encumbrance except amount of payoff shown in order, 
guarantees that if the payoff as stated is not correct, to pay any overage upon 
demand. Purchaser guarantees to deliver to seller certificate of ownership on 
the car traded in, properly endorsed. 

Purchaser agrees that dealer will not be held responsible for delay in delivery 
or noncompliance with the terms of this order caused by strikes, Government 
priorities, or conditions beyond his control. 

In event dealer has accepted a used vehicle as part payment on the automobile 
described herein and purchaser fails for any reason not the fault of dealer to 
take subsequent delivery of the above-mentioned automobile, then dealer may at 
his option return said used vehicle to purchaser and cancel this order, or pay 
purchaser in cash the amount of the trade-in allowance shown in this purchase 
order, less the normal dealer profit on the vehicle ordered herein by purchaser. 

The above conditions are a part of the purchase order on reverse side hereof 
and in signing said order, purchaser understands and agrees to same. 

All used cars are sold “As Is” and without guaranty as to condition, mileage, 
year or model, unless written guaranty is given with car at time of sale, and 
signed by dealer or his authorized agent. 

In the event that the seller should be required to engage counsel in order to 
enforce any obligation of buyer in connection with the transaction referred to on 
the reverse side, buyer shall pay to seller such attorney’s fees, court costs and 
incidental expenses as seller might incur or become obligated to pay. 
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Exuusit No. 8 
[Sheet 2 of 4] 


INVOICE (supplement) cir 
Firm none. RancLored - CT OT ORES ee a 
Patil A MIN i ats 
City. Bremerton RiRoctssinemichinnns State......! Ue sh. iiiaidneienni 
Sold to... 6... Care BEI Date, 7-U-£2. 








SERIAL NO. 







USED CAR 
DATA 









MAKE MODEL SERI BODY STYLE MOTOR NO. SERIAL NO, 
TRADE-IN ee oe |—__—$—$_ $$$ $$ | 


DATA 






Price of Car 
Sales Tax 


OPS CEILING PRICE Fo 5.00 










TORAR GARI ION eke 


SETTLEMENT 
Cash Deposit 

Cash on Delivery 
Trade-In Allowance = cereceacsacsececenssorsevecceces 


TOTAL CREDITS esaiaiceiiatienintaiiial 

a = =§=» “(”*C (iit 
Finance Charge 

TOTAL TIME PRICE 


OPTIONAL EQUIP. & ACCESSORIES: 
USED CAR 


RAEN > gh 


ae 


PAYMENTS: 


sell Mcacsiichontiaitie 


Fld ne An 


Finance Co. 


Nohons/ Eon 


65447—55——8 
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Exursir No. 8 
[Sheet 3 of 4] 


(front) 
DO NOT DETACH: o-'voun oniver's ticense L190 
‘WASHINGTON MOTOR VEHICLE ACCIDENT INSURANCE INFORMATION 


(Phease use ink oF typewriter in filling out the form below) 
winen of BSeattlo 





Date of 
DESORIPTION OF VEHIOLE INVOLVED IN ACCIDENT (Vehisle No. 3 on Accident Report) 


2s Your2946.__ typeOLud Coupe ___ mngine Ho 449._T89_ 
Name of owner .....9hn Uy, a Address2102 S2nhe Stes Bremerton, Vash 
Was an Automobile Liability Policy providing you with bodily injury and property damage ability insurance in effect on 


the date of the accident?......... 10% _..... aller Bien cl ate Rcceinsmeeees 
John By_ CARAVAY Address...2102. 224s Stas Bromerton, Wash 

Name of policyholder.__.".9/ es ea Sen 

Name of Insurance Company which issued policy...B OV. Genered. AKCNG YTD Ga nn tmnt 

Address of home office which issued policy 2FOWn Genoral Agency Ince 2605 irde Aver, Soatther Nosh. 


Home of insurance egent  Cravfo rd Motors Bremerton, Wash 














aanencoane nnn — 
If a certificate of self-insurance has been issued by the Director of Licenses for your e Ni 
YOUR SIGNATURE... <7 ep rceecoeeelay 
IMPORTANT; The accident should also be reported directly to your insurance company at once, Fail ¢ Ny may jeopardize your 
automobile Mability tmsurance. 
FR-i—25M—10-51, 
(back) 


(DO NOT DETACH THIS FORM FR-I1—FOR USE BY THE INSURANCE CARRIER ONLY) 


(DIVISION OF FINANCIAL RESPONSIBILITY TO MAIL THIS FORM TO INSURANCE CARRIER FOR VERIFICATION) 


To: DIVISION OF FINANCIAL RESPONSIBILITY 
DEPARTMENT OF LICENSES 
OLYMPIA, WASHINGTON 


The undersigned company advises that our policy, as indicated on the reverse of this form, was NOT effective 
at the time of the accident because: 

















ei 8 
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[Sheet 4 of 4] 
WIT FE 


State of Washington 
DEPARTMENT OF LICENSES 
Pinancial naan Section 


TO: RE -CEIV 
2603 Third ioe i EP ened Responsibility Law 
2 i 
Seattle, Washington i 5~ 1952 ———— Certification Form 
BROWN GENERAL AGENCY, inc 
Gentlemen: 


The attached Insurance Certification form listing your Company as en 
insurance carrier is transmitted herewith: 


Case No. Policy: Holder Policy oy -§2 


$26-7-19-(7) John E. Caraway (ven 5 


Do not return the attached statement unless it is es (Hes that 9 was 
NO liability insurance in force by your Company at the time of the accident. 


This Department will assume there was liability insurance in force UNLESS WE 
HEAR TO THE CONTRARY from your Company ON OR BEFORE | 


Yours 


very truly, 
Financial Res bility Section 
Revised BY 
FR-20 ewer 
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Exutsir No. 9 
{Front] 


INVESTIGATORS ACCIDENT REPORT 


ie E. fhletad.. rm 

=< mt Mgk=/ SL75 Al Seo le. 
o> “) white willed Cal Stabe os. 
oon US. Nav mm How art Pook et 


ome Cohn E. Conewe ma Hoesce ff Aicdie ‘ 
me, 47 OD - 22 were 7or a\ sx. AF 230d | ye Me. Selle... 
wn South - |B eee Fak. e fosing Seu th 
jo. 290d. Mie No... scree BF. an leaky strip AEs te 
vimat Psaaee At. faont- ender. wet JO" | Yona ‘eaaiiaall side... «to ae § ai 


Meee -Dewen by drawer... satanic i Towes to hong. at ownens seeet._ 





a "Ves ®, 4 preceding Se. on 17a Gre, t,, when a Jaf 
Veh,, daiven $b hg woman, mate g kic. oF veh. ibiasiiny eut a 
feom leh side of wal Ff tonerng ves. #/, am side o7* 
Hood nhc veh. FA, Witness C3 veR: %e/ #5 Jemon 7 oF dir eR 
of wah M/ ast how aeciclerh ae No price achKhen 
tithes as coe 73 was 3 ne Mouthn 31d Fhe cause 


of the archon feinl of Mpaci= / pace Tovar f 
S$) dewalk Seem Wes? cant a” tau? te. ae ae faont oF 
9/$°-AZad fe. 


Chemica. TEST ey RESULT 








OBJECTIVE TEST ey 


CONCLUSION 
oct ves de ee Mabe mest 


orr: 1 rey OFFICER 


TyPKe Wicca Re secietiiiittatasietiiane titel aie Serat , « by x1 
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Exuisit No. 9 
[Back] 


WADICATE ON THIS DIAGRAM WHAT HAPPENED 


se one of these quilines to shetch the scene af your 

ecodent, ering @ sired! af higheay hemes of numbers 

1 Numoe e20n vehicles ond show 3 Show pedestrin yy: ————-O 
4 Sow roiveed by pete 


3 .Show distance ond sroction te 
Pls std me fe mow poh telee fendmarts; dartily londmorts by 
aosew — ED | wed me name oF wwumber, 


© Indicate north by arrow, «2 


eter cident. moh T) 


Sree a hpwoy 
——— — — ————— = — = _ 
ROAD SURFACE ROAD DEFE ‘ 1G WEATHER 
(Casct poo) (Chece one) v ° ’ Ch at on 
Comoe v8. + ° 
O Siroignt med O on O Conowe C0 Holes, deap ruts, bumps ; Pees O Geer 
c fo oy 
Owe Ow O manep OG Lease material on surtoce ¢ ae enene eetee Oo O Reming 
O Unser construction on heenrerse 
O mwady O orice . sree O Snming 
Ole 9 - % nee 
0 & woe O Snowy O Grove Sane inh ¢ One 


O reitcront i] 
Oly O owe Co we detecte aa os Dw. 


exes «CORIVERS' VIOLATIONS CONDITION OF ORIVERS AND PEOESTRIAN WHAT PEDESTRIAN WAS DOING 
‘2 (Crack one or more for each oriver) rect are ar more for e0c% diver and pedestrian) (Coect ore or more} 

0 Odewng under intivence of intoncerts. 
O DE ceeding torts toned 

© OOe not qo rigt-at-wuy te verte 
0 OO6 nt gor rig-et way te pedesivign 
0 Ofattewsd to closely 

OC Ormerope poung 

OD Crosses on nwt 

OG OPesses on curve 

0 Ocw m ater possing 

© Oe wrong wae o@ road not possing 

G COreve tough solety rone 

OC Crates to give proper signal 

© Diroroper nenng- wide right hue 2 2D 2 detects not tnows 
CO Oirra sper huning-cut corner on tel hen ereianneame EE O Séereing set onitante 
C1 Cimorepe turmng: tering from wrong lane VEHICLE CONDITION REASONS FOR NOT SEEING DANGER | © Pushing o worting on vehicie 

© Doiner imoreoer sersng forect ane or more) omven icaech one or merat CO. Omer worning on reedway 

OC DCiereqarded posce othcer wewnt ¢ Rom, vow, mud are On windenieny © Preying on roeduay 
Shee awa ue. een Q Detective teres © © Windsnicie omerwise cbecured D rernng on venice 

3 DOwegeeed tosning tignt OC 0 imeroper ligne © waten chenwes ty tend on veltene O Net on rocdway (Enploinl_ 

G Cowregersed other Waite signe ond conivate © © Bem, ows, svete, oe 

0 Orrercoe storing trom parted position 
© Olmereper certng tocanon 

1) Choimer improper ections: 

oo Incersvenees coseee 
oo ; sitaaliainiapaal 90 °° Wysddy’ athe 
oo . crvveseenerevom 1 OO We datects 


oo . 
1 CN imorroer driving oF porting oC an Win 


} 


© Cossng wtetecton- ath apt 

Mod beer grinding OC Crossing intersection cgoivel magnet 

OC Crossing intersection- ne signet 

OO Croseng ntersecian fogoraty 

Very tired creveossoosveessecors eetees veeeeses © Crossing beteoen intersections 

Cl Coming trom behind perked voniele 

OC waking 6 rocdwoy (Coect ee deed 
OC wan worne 

0 G Ne eeporent detects O Aquinst Werte 


Apoorenity esieep 


oango of 
¥ 
= 


Body delects! Arma, eyes, carnivals, ste) 


onagaooao oa- 
QgQa0ocoae* 


O Svemome eveooie 


OC © Oetectvw steering mechoniom 


GO Oetective tires ao c 
se a eit wha was ETN 


DAMACE 7 PROPERTY 
UTHER THAN VEHICLES. 
Noms saject, show eanersip, and ilote nature of damoge 
ToTtar 
mauay aces ves) nol) tasuncos 


otwe ort 
extent of inpurl 








ExHIBIT No 11 


CRAWFORD Morors, 
Bremerton Wash., June 17, 1954. 
UNITED STATES GENERAL ACCOUNTING OFFICE, 
Federal Office Building, Seattle, Wash. 


GENTLEMEN: In regard to your recent inquiries I would like to furnish you 
with the following information: 

On July 11, 1952, Mr. J. E. Caraway purchased a 1946 Nash from Crawford 
Motors. At the time of the purchase Mr. Caraway stated that he was purchas- 
ing the automobile for a man who was going to work for him selling certain 











114 EXCESSIVE PROCUREMENT OF BEVERAGE BASE 


products which he handled. He requested that we hold the automobile for a 
few days in order that this man could pick up the car. A few days later Mr. 
Caraway and a man whose name I cannot recall came to my place of business to 
pick up the automobile. Mr. Caraway introduced the gentleman to me and to 
the best of my knowledge and recollection he was approximately 5 feet 9 inches 
tall and weighed approximately 150 pounds. In appearance he appeared to be 
rather a slim man and was wearing a Navy uniform with two bars which I 
believe was the rank of a naval lieutenant. 
On March 23, 1953, Mr. Charles Morrison and I picked up the automobile in 
Tacoma, Wash., at Mr. Caraway’s residence. 
Yours very truly, 
CRAWFORD Morors, 
R, T. CRAWForD, 
Owner. 





ExuHtsit No, 12 


AFFIDAVIT 
STATE OF WASHINGTON, 
County of King: 

I, Robert Baker, assistant technical service manager, Nash Motors, division 
of Nash-Kelvinator Sales Corp., 3663 First South, Seattle, Wash., having been 
duly sworn on my oath do voluntarily depose and say that: 

I was formerly employed by Crawford Motors, 1385 North Callow, Bremer- 
ton, Wash., as service manager, and was present at the time that Mr. Cara- 
way took delivery of the 1946 Nash which he purchased on July 11, 1952. I 
knew Caraway prior to the purchase of the automobile and had been to the 
CPO Club several times when he was manager. 

I recall that the car was purchased for another man to be used as a sales- 
man’s car. The car was not purchased by Caraway for himself, his son, 
or a woman. I understood it was to be used by some man in a business 
venture in which, Caraway intimated, he expected to make considerable 
money. What type of business I don’t recall; however, I understood the 
person was to work for Caraway selling. When I asked him why he didn’t 
get a newer model car, Caraway stated he didn’t care about the age, only 
the condition of the car since he was not going to drive it. 

It seemed to me that a man was with Caraway when he received delivery 
but I cannot recall who. I was with Crawford Motors until October 1952 
and remember Caraway making statements about the condition of the car 
and understood that someone else was using it. 

I have read the above statement and have been given an opportunity to make 
corrections thereon. The statement is true and correct to the best of my knowl- 
edge and belief. I have made this statement freely and voluntarily in order that 
the truth may be known. 

Rosert BAKER. 


Subscribed and sworn to before me at Seattle, Wash., this 28th day of June 


JouN P. COLMAN, 
Investigator, 
By authority of Comptroller General of the United States pursuant to 
section 297, Revised Statutes, as amended. 





ExuHtsit No. 13 


WILSHIRE SALES ASSOCIATES, INC., 
Los Angeles 36, Calif., May 21, 1954. 
Mr. HUNTER N, SNEED, 
Federal Office Building, 
Seattle 4, Wash. 
Dear Sir: Pursuant to your request we wish to furnish you the information 
you desire, as follows: 
1. Payments to Mr. John E. Caraway on sales of Quix products: 
Mr. Caraway was paid a minimum of $250 monthly, primarily to cover 
his traveling and selling expenses. 
In addition, he was paid $2 per case on all sales in his territory. 
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2. Payments to John E. Moeller: 

Mr. Moeller was paid $700 monthly for the 12 months beginning December 
1952 and ending November 1953. 

3. Expenses paid to Mr. John E. Moeller for the months of January, February, 
and March 1953: 

Mr. Moeller left Seattle, Wash., on January 28, 1953 traveling to Wash- 
ington, D. C., New York, N. Y., Norfolk, Va., Birmingham, Ala., Mobile, 
Ala., New Orleans, La., Los Angeles, Calif., San Diego, Calif., San Francisco, 
Calif., returning to Seattle, Wash., on March 4, 1953 * * * total expenses 
of trip per accounts rendered aggregated $1,417.89. 

On March 81, 1953 Mr. Moeller traveled to Honolulu, T. H., and returned 
to Seattle, Wash., on May 7, 1953, visiting Los Angeles, Calif., and San 
Francisco, Calif., on his return trip * * * total expenses per accounts 
rendered aggregated $1,966.57. 

Trusting this is the information required, we are 

Very truly yours, 

WILSHIRE SALES ASSOCIATES, ING., 
Jos. R. Snyder, Auditor. 


ExHrsit No, 14 
CD: JEM: hb 
NT4-38/L4-2 
Ser 
From: Commanding Officer. 
To: Chief, Bureau of Supplies and Accounts, Code 8-7. 
Subject: Bids for airlift service, Point Barrow; forwarding of. 
Enclosures : 
(1) Duplicate copy invitation 406-2209—Alaska Airlines. 
(2) Duplicate copy of invitation 406-2209—Air Transport Association, Inc. 
(3) Duplicate copy invitation 406—-2209—Transocean Air Lines. 
(4) Duplicate copy invitation 406-2209—Wien Alaska Airlines, Inc. 
(5) Copy of Wien Alaska Airlines letter to contracting officer, NSD, Seattle, 
dated April 19, 1952. 
(6) Copy of Arctic-Pacific letter dated April 15, 1952, to Wien Alaska Air- 
lines. 
(7) Copy of OICC, NOy-71333 letter serial 696 dated April 11, 1952, to 
commanding officer, NSD, Seattle with enclosure. 


1. Enclosures (1) through (7) are forwarded for the information and guid- 
ance of the Bureau. 

2. From a review of the bids, it is indicated that Wien Alaska Airlines, Ine. 
is the low bidder. Enclosure (7) represents the comments of the Officer in 
Charge of Construction concerning his recommendations as to an award. As 
a result of the receipt of enclosure (7), the contracting officer requested Wien 
Alaska to submit additional information as to their financial ability to perform 
under this invitation, and enclosure (5) is a copy of their reply. In addition, 
the Seattle First National Bank was given as a financial reference, and that 
institution was contacted (Mr. Bob Bopray) to ascertain the amount of open 
credit which Wien Alaska enjoyed with that institution. During the course of 
the interview, it was stated by Mr. Bopray that Wien Alaska has, at the present 
time, under consideration with the Civil Aeronautics Board, a request for 
retroactive mail pay and an increase in mail-pay rates, which, if granted, would 
enable this company to obtain additional financing and would provide adequate 
working capital. The bank did state, however, that until such time as positive 
action was taken by the Civil Aeronautics Board concerning the retroactive mail 
pay, this company did not enjoy a line of open credit and that the bank, along 
with its correspondent in Fairbanks, holds at the present time, approximately 
$100,000 in notes. It was the opinion of those consulted that the individuals 
connected with the Wien Alaska Airlines, Inc. are responsible and technically 
well qualified in their present operations. It is the further opinion of the 
contracting officer that there can be no question as to the technical ability of 
Wien Alaska to perform under this contract. 

8. At a conference held between the contracting officer and Mr. Sigurd Wien, 
president of Wien Alaska Alaska Airlines, Inc., at Naval Supply Depot, Seattle, 
on April 18, it was determined that this company would have to acquire as a 
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minimum, one DC-3 type aircraft, one C—46 type aircraft, two Norsemen type 
aircraft and one supercub type aircraft. Mr. Wien has indicated that he might 
require assistance from the military in obtaining the multiengine aircraft, either 
by lease or by purchase. This office has no knowledge of the procedures neces- 
sary for such acquisition by lease. In addition to the above equipment re- 
quirements, it will be necessary for the contractor to build transit sheds and 
storage space at the new International Airport at Fairbanks, as it is no longer 
possible to utilize facilities at Ladd Field. However, as Wien is a regularly 
scheduled carrier from Fairbanks to Point Barrow, the company has stated 
that it will build these facilities regardless. The same situation is true with 
Alaska Airlines, inasmuch as they are a scheduled carrier between Fairbanks, 
Anchorage, and Seattle and will operate from the new International Airport. 
In addition to the above financial information, it is the understanding of the 
contracting officer that Wien has applied for a defense plant loan of approxi- 
mately $1,400,000, of which, according to the statement of the company in their 
letter of April 18, $300,000 will be used for capital expenditures under this 
contract. 

4. In reviewing the bid of Transocean Airlines, enclosure (3), it is to be noted 
that this company has previously requested an amendment without considera- 
tion, alleging high costs over and above the bid price. In reviewing those costs 
at the time of submission, it was stated by the company, and reaffirmed by 
telephone conversation on April 18, that the previous submission of costs did 
not include profit. However, it is to be noted that the old price, per enclosure 
(3), is less than the amount claimed as costs, which excluded profit, whereas 
the present bid is presumed to include profit. 

5. In reviewing enclosure (2), the bid of Air Transport Associates, it has been 
determined that this company does not possess any bush type equipment and 
that this company proposes to subcontract the bush flying to the Bristol Bay 
Airway, either as a true subcontract or as a joint venture. This arrangement 
is not considered satisfactory. 

6. In reviewing enclosure (4), the bid of the Alaska Airlines, it is to be noted 
that this is the highest bid reecived. However, this company purports to have 
all the necessary aircraft in its possession either under direct ownership or 
lease, and can commence flying at an early date. It is to be further noted that 
this company has offered to negotiate further if they are to be considered for 
an award on either a cost-plus-a-fixed-fee basis or an incentive type contract. 
It is the considered opinion of the contracting officer that the incentive type 
contract is not feasible due to the inadequate cost data and fluctuating costs, 
both as to labor and material. 

7. In view of the fact that this contract is of such a nature as to require 
prior Bureau approval before award, it is recommended that the Bureau review 
the enclosures together with the information submitted by this letter and advise 
this command as to the desired method of contracting and designate the 
successful bidder. 

G. L. THoMaAs. 


Exuisit No. 19 


[Copy] 
PB: MR: hb 


WT4-38/L4-2 
Ser 34556 


APRIL 7, 1951. 
NEPA CONSTRUCTION Co., 
Box 87, Snohomish, Wash. 


GENTLEMEN: This is to confirm that negotiated contract N406s—28920 for the 
purchase of 500 wooden pallet boards 4 by 4 feet, two way, at $6.48 each f. o. b. 
Naval Supply Depot, Seattle, Wash., has been awarded your firm; delivery to be 
effected one-half by March 9, 1951; one-half by March 10, 1951. 

If material is not delivered by the dates specified, contract will be canceled. 

This confirms negotiations between Mr. Griffiths of Nepa Construction Co. and 
the undersigned. 

Yours very truly, 
J. E. Moetter, 
Lieutenant Commander, Supply Corps, United States Navy, 
Procurement Branch Officer 
(By direction of the Commanding Officer). 
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Exursit No. 20 
Nava. Suppty DEpor 


Seattle 99, Wash. 
PD: MR: ak 
NT4-38/L4-3 
Terms Net 
Subject: Proposed Contract N406s—28920, covering pallet boards. 
NEPA CONSTRUCTION Co., 
Bor 87, Snohomish, Wash. 


GENTLEMEN: Information as indicated below must be furnished to permit final 
consummation of subject contract. 

1. Status of your firm: 

(a) If corporation, the State in which incorporated ~---.----------- 
(b) If partnership, complete names of all partners 

W. L. Lopack, 

A. C. Douaass, 

W. R. Crook. 
CO) Ee SOTO RE, CNR: CE UIE ii i eee 

2. Aggregate number of employees of the contractor and its affiliates: 

(a) L) 500 or more. 
(b) Less than 500. 

3. That he LJ has, has not, employed or retained a company or person 
(other than a full-time employee) to solicit or secure this contract, 
and agrees to furnish information relating thereto as requested by the 
contracting officer. 

Firm Nepa Construction Co. 

By: G. K. Suffich. 

Title: Sales manager. 

Date: March 6, 1951. 


x 
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